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SOLVING THE MANPOWER PROBLEM 


OMPULSORY labor has been re- 

jected as a solution for the man- 
power program—at least for the near 
future. The Presidential Order in- 
tegrating Selective Service with in- 
dustrial manpower needs, curtailing 
of voluntary enlistment and central- 
izing hiring and recruitment in the 
Untied States Employment Service 
will help bring order out of the con- 
fusion previously prevailing. Of 
course, there is a vast difference be- 
tween using an order and making it 
effective. Thus, for example, the 
effective integration of the Selective 
Service mechanism with the activi- 
ties of the United States Employ- 
ment Service may prove much easier 
said than done. While broad powers 
have been vested in Mr. McNutt, the 
following additional measures must 
be taken before our available man- 
power supply can be used most effec- 
tively. 

The time and a half provision of the 
Fair Labor Standards Act should be 
repealed. While war industries can 
afford to pay time and a half (The gov- 
ernment reimburses them), the same is 
not true of civilian industries. The 
apologists for time and a half point out 
that these payments add only 81/3% 
(pay for 52 hours for 48 hours work) 
to the labor cost and since such costs 
may account for only half the total, they 
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increase total costs by only about 4%. 
Moreover, they allege that the lower unit 
costs resulting from larger production 
offset this increase so that this payment 
represents no added burden. While this 
statement may be true for many war in- 
dustries, it does not apply to civilian 
industries. In the first place, the impos- 
ition of price ceilings has made it im- 
possible to pass such cost increases on to 
the consumer. Secondly, the argument 
of lower overhead costs attending larger 
production does not apply because in most 
instances civilian production is un- 
changed or is declining (thus increasing 
unit costs). Some labor leaders argue 
that there isn’t enough work to keep 
labor employed 48 hours and hence no 
net gain could be effected. This type of 
argument misses the point completely 
since the objective is to perform the 
existing volume of work with a smaller 
number of workers. An examination of 
the data reported by the United States 
Department of Labor indicates that civil- 
ian industries are operating below 40 
hours on the average (eg. textiles, 
leather and manufacturing, paper, tobac- 
co, etc.) In each of these industries a 
48 hour week would make possible the 
release of a large number of workers for 
war industry. 

In addition to the elimination of time 
and a half payments below 48 hours 
weekly other measures which are still 
required before we can utilize our labor 
supply fully include: the suspension of 
“make work rules” of labor unions, a 
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clear cut policy concerning the financing 
of labor’s migration to war production 
centers, the establishment of community 
nurseries to release married women for 
war work, and the elimination of dis- 
crimination against certain groups of 
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laborers by both employers and labor 
unions. The past few weeks have wit- 
nessed the introduction of vital measures, 
but much remains to be done before we 
can consider our manpowar problem 
“solved.” 


THE BEVERIDGE PLAN AND BRITISH CAPITALISM 


HE Beveridge Report recommends a 

program of social security to be 
adopted in England. The plan is de- 
signed to abolish want, which it is es- 
timated arises in 75 to 82% of the cases 
from interruptions of earning power. 
The interest of our own government in 
social security makes it likely that the 
recommendations may also be a guide 
to future developments here and hence 
all trustees will be well advised to study 
this report carefully. 

It is proposed to have social security 
benefits cover a wide variety of even- 
tualities including: unemployment, old 
age, marriage, maternity, funeral ex- 
penses, sickness, and disability. Every- 
one in the nation is to be covered and 
in each designated category receives the 
same benefits without regard to pre- 
vious earning power. Benefits for un- 
employment, disability, retirement and 
training are at the same rate, which is 
expected to cover “subsistence in all 
normal cases.” As living costs change, 
it would therefore appear necessary to 
change the benefits. To prevent chronic 
idleness, the unemployment benefit 
“would normally be subject to a condi- 
tion of attendance at a work or training 
center after a certain period.” Every- 
one except housewives, children, and 
those retired must make a contribution 
each week. For employees, this is de- 
ducted from their wage or salary. The 
employees contribution of about 85 
cents weekly is to be matched by 65 
cents by the employer. It is estimated 
that insured persons who are employed 
will pay about 25% of the value of the 
cash benefits received while the balance 
is paid by the employer and the State. 
Initially the cost to the government will 


increase £100,000,000 
over the prewar rate. 

It is still too early to see all the ef- 
fects of the adoption of such a program 
but the following conclusions of Harold 
J. Laski, adviser to the British Labor 
Party, should be carefully noted. 


($400,000,000) 


“It involves ...a pretty complete re- 
organization of British industry to main- 
tain that balance of trade through which 
employers’ contributions can be met. 

It involves .. . making the right to an 
income adequate to meet primary living 
costs the basis of social policy. 

It decisively ends any trace of laissez- 
faire in business and ends the idea of 
that unemployed reserve army that in 
the past has been the foundation of cap- 
italism. 

The report represents something in the 
nature of an economic revolution. 

Need, not economic worth, is the basis 
on which the wage structure will be built. 
In the classic sense this obviously means 
the radical reconstruction of all the vital 
concepts of capitalism.” 


If this appraisal is correct (and Pro- 
fessor Laski is considered a brilliant 
analyst), then the plan would sound the 
death knell for capitalism. But even if 
the results are not this extreme, a sub- 
stantial modification of the capitalistic 
system would seem to be assured. Thus, 
there will be less private accumulation 
of capital as the government assumes 
the functions formerly handled by in- 
surance companies and because the 
higher rates of taxation, necessary to 
meet the government’s contribution, 
will reduce the rate of private savings. 
Similarly, the contributions of employ- 
ees will probably be accompanied by a 
lower rate of savings (since less will be 
required to meet the contingencies pro- 
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vided for by this plan) thus reducing 
the volume of private capital available 
through savings banks. 

The area of the economy affected by 
social security has been expanding for 
45 years in England and it is destined 
to expand still further along the lines 
indicated in the Beveridge Report. But 
it must be recognized that basically this 
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plan involves primarily a redistribution 
of income. A more fundamental ap- 
proach to the problem of eliminating 
want would be through an increased na- 
tional income—which has been the 
means of raising living standards in the 
past and must remain the number one 
method of achieving these goals in the 
future. 


NEW DRAFT REGULATIONS BRING ORDER 
TO MOBILIZATION 


RODUCTION in war plants, and even 

more so in civilian business, has been 
impeded by the mass resignations which 
have followed public statement by Army 
and Selective Service officials concerning 
the imminence of the draft for married 
men or other groups. To beat the draft 
and to choose their own branch of the 
Services, many men preferred to resign 
and enlist at once. Such a haphazard 
method of recruitment had several ad- 
verse affects upon our war effort and 
the restrictions now placed upon volun- 
tary enlistment have been long overdue. 
First, it disrupted vital war produc- 
tion because sufficient time did not 
elapse in which to train someone else 
to take the place of the volunteer. Sec- 
ondly, production was affected because 
many persons who were more useful on 
the production line mistakenly believed 
they were being more patriotic when they 
enlisted. Thirdly, a mass social pressure 
has been directed against those who con- 
tinued to remain in civilian life despite 
the fact that they are vitally needed on 
the home front. This pressure,‘’as well 
as community misunderstanding, be- 
comes particularly acute in the case of 
younger men who are studying in essen- 
tial fields such as medicine, dentistry, 
engineering, science and others, and 
those who may have been deferred be- 
cause of physical disability. 


The only truly democratic method of 
recruitment for the Armed Forces is to 
do it entirely through the Selective Ser- 
vice system. If a man has particular 
training which is more useful on the 
home front, he should not be permitted 


in the Armed Forces, for total war neces- 
sitates the use of each individual in the 
job for which he is best suited. But this 
decision cannot be left to the individual 
alone; it must be made under a general 
program to insure the greatest degree 
of equity. The ending of voluntary en- 
listment by those between 18 and 38 
years of age is an important contribu- 
tion to an orderly mobilization of man- 
power. Civilian industry, including 
banks, will now be able to plan their per- 
sonnel schedule in a more effective man- 
ner. 


1 SAW 
HIM / 
2 \ FIRST: 


. oe 
Carlisle in The Idahc.Statesman 





OST-WAR credits made their rather 

timid debut on the American scene 
in the Revenue Act of 1942 which pro- 
vided a maximum refund of only 5% of 
corporate excess profits taxes. Great 
Britain and Canada, however, had al- 
ready adopted this method and extended 
the idea to personal incomes as well, 
where it supplements, apparently with 
satisfactorily results, regular taxation, 
voluntary savings and the rationing 
program. But with a highly volatile in- 
crease in individual incomes in the 
United States, estimated at $36 billion, 
after taxes, for 1943 compared with 
1940, and a sharply curtailed and de- 
clining volume of civilian goods (both 
from production and inventory) strong- 
er measures are being forced on us to 
prevent inflationary price rises and to 
raise revenue for ever mounting war 
costs. 


Fears linger that any program of 
compulsory savings would negative vol- 
untary savings—and that is somewhat 
true—or that the cost of collection 
would prove prohibitive—which would 
be mainly true if the pay-roll savings 
and supplementary measures were 
adopted instead of use of the tax me- 
chanism. But the fact of the inflation- 
ary gap, with all its dangers, remains. 
Randolph Paul, general counsel to the 
Treasury, well said, this month, that 
“Unless ways are devised to prevent the 
spending of an estimated $15,000,000,- 
000 in excess purchasing power next 
year, nothing can save price ceilings. 
Nothing can save our whole economic 
structure as we know it today.” Even 
Secretary Morgenthau, cool to “forced 
loans” in July, admitting they were 
ahead in September if the inflationary 
gap was not closed quickly, had, by 
early December, indicated that compul- 
sory savings were inevitable, unless the 
“spending tax” favored by himself and 
Mr. Paul were introduced to supplement 
the insufficient tax program. As a 
source of badly needed war revenue 
without the inflationary aspects of bank 
borrowing, such forced savings—better 
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THE NEED FOR “REFUNDABLE TAXES” 


called “refundable taxes’—have great 
virtue. They would also restrict con- 
sumer buying pressure and thus check 
inflation (especially if the Rum] plan is 
adopted), and would provide that prere- 
quisite to post-war readjustment and re- 
employment: a substantial nest-egg in 
the hands of all those receiving taxable 
income during the war. 

From another viewpoint, we may as 
well recognize that the average war- 
worker, flush with greater income than 
ever, is not yet conditioned to the sav- 
ings habit, yet part of the demand for 
increased wages arises from the fear of 
post-war unemployment and loss of pur- 
chasing power. It seems a most intelli- 
gent thing to assist them (and any who 
have excess incomes from investments 
as well) to lay aside such a store. Ex- 
cessive spending now can only intensify 
the difficulty of, if not ruin, the control 
of living costs and will give little bene- 
fit compared with that of having savings 
to tide over the readjustment and re- 
employment period, but the laws of hu- 
man nature must be supplemented by 
tax law to assure this protection, both 
to our present and future economy. 
Maynard Keynes has made this clear in 
England; it is for the United States to 
adopt its own version in keeping with 
needs of the people as a whole and in- 
dividually. Proper allowance must be 
made for personal debts and obligations, 
including insurance premiums, and per- 
haps for purchases of any subsequent 
war bonds issued on a deferred-redemp- 
tion basis. Meantime, the threat grows 
greater, the future left to chance rather 
than to concerned, objective coopera- 
tion. In the hands of those with excess 
income, greater buying power is a men- 
ace to us all; in the hands of an efficient 
government it is a weapon that will aid 
victory in war and protection after war. 


Montreal, Que—HUNTLY R. DRUM- 
MOND, heretofore president of the Bank of 
Montreal, was elected chairman of the board 
of directors at the annual meeting this 
month. G. W. SPINNEY, formerly general 
manager, was elected president. 
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RATION BANKING 


HE preliminary experience with ra- 

tion banking has proved to be satis- 
factory and the system is therefore to 
be introduced on a nation wide basis in 
the near future. While the banks are 
performing a very useful function, some 
bankers have already assigned a role 
to this activity out of all relationship to 
its importance. Thus one bank officer 
has recently stated: “Ration banking 
serves a definite anti-inflationary purpose 
by closing the gap between the declin- 
ing supply of goods available for pur- 
chase, and the steadily rising potential 
purchasing power.” Of course, ration 
banking performs no such function. It 
is merely a mechanical adjunct to the 
rationing system and is designed to re- 
duce the paper work usually attending 
such controls. The speaker confused the 


role of rationing and ration banking. 
Benefitting from the English exper- 
ience we are instituting this system much 
earlier in the rationing program than 
they did. Many details must still be 
settled, including the mechanics of clear- 
ing, schedule of costs to reinburse the 
banks, determination of who shall use 
the system and the legal relationships 
between the banks and the O.P.A. But 
progress is being made steadily and the 
results to date augur well for a smooth- 
working ration banking system in time 
to handle the large number of coupons 
to be used as the rationing program is 
extended to new products. Developments 
in this sector have been the brightest in 
the entire rationing picture due largely 
to the enthusiasm with which bankers 
have prepared for their new role. 


COAL MANPOWER vs. OIL TRANSPORT SHORTAGE 


ECAUSE the military needs have al- 

ready caused shortage—amost lack 
—of tankers for domestic oil transport, 
only partially relieved by tank-cars, the 
emphasis has been placed on coal as a 
fuel substitute, both for heating and 
power. But we are approaching the sit- 
uation of manpower shortage which, as 
in England, may be most keenly felt in 
the mines. In taking a longer view, how- 
ever, (from 1944 on) certain relative 
merits have to be re-appraised. Both 
resources are abundant—in the ground 
—for all foreseeable domestic as well as 
military or export needs, but there is a 
vast difference in the case of their pro- 
duction. Completed oil wells are ready 
to flow into all available transport facili- 
ties simply by uncapping or turning a 
valve; coal must be dug out at great ex- 
pense of time, of manpower and of ma- 
terials. Coal is more difficult to handle 
in loading and unloading and in distri- 
bution, and thus may tie up men and 
cars for a longer period of time. Fur- 
ther, the coal is not so efficient as oil: 
it takes nearly 20,000 pounds of coal to 


produce the equivalent heating value of 
13,000 pounds of oil—which means more 
work all along the line, for the same 
result. Moreover, the bulkiness of coal 
creates a handling problem. 


On the other side, oil has been less 
favorably situated in the southern states, 
while coal is nearer to the chief users of 
the eastern and central north, necessitat- 
ing longer hauls. The pipeline to Chi- 
cago, which will begin to deliver prob- 
ably by February, will, at maximum flow, 
only provide a fraction of these needs, 
though in shortening the haul for that 
amount will allow three tank-cars to do 
what formerly required four from the 
south. Other savings may be possible: 
certain experiments with a mixture 
of 45% pulverized bituminous coal with 
fuel oil indicate possible savings, pooling 
of tank trucks for local deliveries could 
release considerable capacity for short 
hauls, and use of barges—like those sent 
East from the Great Lakes—might be 
extended to advantage. Transport is the 
real oil bottleneck; seagoing tankers are 
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needed by the military and for export, 
and convoys are expensive of escort. The 
burden appears to fall on tankcar and 
railway, but possibilities of improvement 
in the coast-wise tanker use merit care- 
ful study as tanker construction begins 
to come off the Kaiser-type of ship as- 
sembly lines. Hopper type cars, far more 
efficient for coal carriage and discharge, 
are also harder to build than gondolas, 
and any further shortage of the latter 
may raise the question of whether tank 
car construction would not be prefer- 
able. 
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The alternatives will have to be care- 
fully weighed of whether it is more effic- 
ient to have men working in the mines 
(especially on a 40 hour week, since the 
unions demand overtime pay for Satur- 
day whether four other days have been 
worked or not), in construction of tank- 
ers or tankcars, in transport or even in 
the basic steel production. There is no 
simple answer, but a more accurate com- 
parison of the relative costs in time, men 
and materials to deliver a given amount 
of heat or power to the users’ door may 
be in order. 


“A” CARD REDUCTION TO RELIEVE FUEL SHORTAGE 


N adequate supply of fuel oil is 

essential to the health of the com- 
munity; pleasure driving is not. Only 
after the essential transportation needs 
and fuel oil needs are fully met should 
any non-essential use of gasoline be per- 
mitted. Gasoline rationing was imposed 
on a nationwide basis on December 1 to 
conserve rubber. On the East Coast, 
however, rationing has been required 
since May because the transportation 
facilities required to supply that area 
were not adequate due to the sinkings of 
some tankers and the diversion of others 
to the Armed Forces. This bottleneck in 
transportation has made it necessary to 
ration fuel oil as well as gasoline in the 


East. The shortage is so acute that 
Paul O’leary, in charge”of ©.P.A. ra- 
tioning, has stated: “There is no assur- 
ance that supplies (of fuel o7i) will be 
sufficient to permit every householder to 
maintain a minimum temperature of 65 
degrees or any other preconceived mini- 
mum.” Under these conditions, the ques- 
tion must be raised as to why every auto- 
mobile owner is entitled to a card, and 
why the value of A gasoline cards was 
only cut to three gallons weekly. For 
the winter months gasoline should be 
made avaliable only on the basis of a 
needs test. The standard could be more 
liberal in areas where alternative trans- 
portation facilities are not available. 


BASIC NEEDS OF SMALL BUSINESS 


HERE are a few major items upon 

which all small business men appear 
to be in agreement. First, relief from the 
numerous reports which are particularly 
burdensome to the small business man’s 
limited staff. 

“Second, an attitude of greater confidence 
on the part of the official procurement 
agencies in the small business man’s ability 
to supply materials or to manufacture need- 
ed items. Willing to compete with his big- 
ger brothers, the smaller business man 
would like to avoid the recurring necessity 
of proving capability merely because his 
firm is in the smaller category. 

“Small business men generally realize 
that in many instances the procurement 


agencies of the government must get volume 
deliveries on schedule. They realize also 
that the maintenance of many small bus- 
iness units in these war times will be an 
important contribution to the post-war 
maintenance of the type of government we 
are defending on the field of battle. 


“They feel, therefore, that the easiest 
way may not be the soundest way. In ex- 
pressing it in this fashion, they do not 
suggest that deliveries of war needs be 
curtailed whatsoever. Their facilities, in 
fact, are offered to increase such deliveries. 


—Henry Heimann, Exec. Manager, Nat’l 
Assn. of Credit Men in November Business 
Review. 
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THE PRESERVATION OF CAPITAL 


Role of Institutional Investors 


DR. LUDWIG MARTIN SIMON 


Dr. Simon was trained in economics and law at the Universities of 
Berlin, Goettingen and Rome. In 1920, he joined the Reich’s Ministry for 
Reconstruction, being charged with the “clearing” of international pre-war 
liabilities. Subsequently, he was in the Prussian Ministry of the Interior 
and vice-governor of the Province of Brandenburg which latter post he was 
obliged to leave with the coming of the Nazi regime in 1933. At one time, 
Dr. Simon was superintendent of the savings banks and national commis- 
sioner of the German Central Savings and Clearing Bank. One of his most 
important undertakings was the rehabilitation of the savings banks and 
public insurance companies following the termination of the German run- 
away inflation in 1923. In recent years, he had specialized as a reinsurance 
broker in cooperation with well known European firms. Since his arrival 
here in 1941, Dr. Simon has been engaged in research for various institu- 
tions. The following article constitutes the first part of his contribution to 
Trusts and Estates; the concluding portion is scheduled for the January 


issue.—Editor’s Note. 


HE far reaching transformations 

of the economy of a nation in 
war and post war economy are apt 
to bring about a series of specific 
repercussions to the individual mem- 
bers of the economic community as 
well as to the various economic 
groups. Equally specific, all over the 
world, are the reactions by which in- 
dividuals and groups are apt to meet 
those repercussions. I will attempt 
in this article to condense some of 
those characteristic reactions which 
recently have been experienced in 
this country and to throw some light 
upon them by recalling some fea- 
tures of the inflation period in Ger- 
many after World War I - a compar- 
ison made particularly instructive 
by the gigantic dimension of that 
inflation. 

What were the reactions of entrepren- 
eurs, farmers, workmen and individual 
capitalists, especially of the pseudo- 
capitalists, i.e. of the small savers? How 
did the appointed trustees of the savings 
of the people, the institutional investors, 
used to protect the savers in the storms 
of war and post-war economy and what 
the government, as the comprehensive 


embodiment of the community, did to 
the savers? The answers to these ques- 
tions may be very suggestive to insti- 
tutional investors. 


Institutional investors may be called 
upon to become the protectors of the 
savers in the post-war period, if they 
would be willing to embark now upon 
broad scale planning in respect to the 
particular needs which they and savers 
will have in common. Thus they will not 
only be able to render service to savers 
but can also evidence their own right to 
exist and at the same time they will pre- 
serve the protection of savings for pri- 
vate enterprise. If they fail to perform 
this task, the government itself might 
undertake to protect the saver by mea- 
sures of its own thus again enlarging the 
jurisdiction of public enterprise, or it 
might even act without any specific con- 
sideration of savers’ interests, leaving 
their fate to be determined by the even- 
tual outcome of the struggle of the other 
groups. 


Typical Reactions of Entrepreneurs 


HEN a nation is at war, the entre- 
preneurs, especially those in basic 
and manufacturing industries, have to 
adapt the whole management and output 
of their industries to the exigencies of 
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the war. The big industrialists are more 
apt to fulfill this task than the smaller 
ones, since it is more convenient to mili- 
tary and civil government agencies to 
negotiate with a relatively small num- 
ber of highly efficient contractors than 
with legions of smaller ones. Conse- 
quently the big industrialists succeed in 
getting large and profitable orders, while 
the smaller firms are called upon mainly 
by the use of special measures. The big 
entrepreneurs also are able to gain in- 
fluence in trade associations and with 
the political leaders in parliaments and 
in administrations. They take full ad- 
vantage of the war effort as a real boom 
and do not worry too much about the 
smaller entrepreneurs who are unable to 
adjust their methods to the special re- 
quirements of war production and who 
may be doomed to close their factories 
and discharge their workers. Those im- 
plications are left to the government to 
be disentangled. Big industrialists in 
times like these will be chiefly interested 
in keeping high prices for their produc- 
tion and in trying to halt ever increas- 
ing wages. They will profit by suppres- 
sion of strikes put into effect through 
rigid laws and severe penalties in some 
countries, while in a more practical but 
no less efficient way in others. In the 
fields directly belonging to the war effort 
the administration can’t help indulging 
in entrepreneurs’ viewpoints to a some- 
what larger degree than in the fields of 
civilian production. 


This prosperity of the war industry 
proper inevitably brings about some un- 
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favorable consequences in general. We 
mention only the desolation and closures 
of civilian — especially of consumers’ 
goods—industries caused by lack of raw 
material as well as by lack of manpower 
taken away to the armed forces and to 
the war industry. The ever growing 
searcity of civilian goods, aggravated 
by increasing demand from all those em- 
ployed in war work, represents a main 
contributory cause to an _ inflationary 
price rise. Unless the excessive purchas- 
ing power be checked by taxation, by 
broad scale sales of war bonds to indi- 
vidual buyers other than commercial 
banks, this rise of prices will develop 
into genuine inflation. Moreover, there 
are depopulations in areas of civilian 
industries versus overcrowded war pro- 
duction centers. The moving about of a 
large part of the population necessitates 
low cost housing facilities, etc. 


Varying Impact on Investment Values 


LL this results in tremendous 

changes in the values of real estate 
and mortgages as well as of the values 
of industrial bonds and common stocks. 
This also means great changes in value 
of earning power of investments and it 
often results in widespread losses to in- 
dividual savers and institutional inves- 
tors respectively who are heavily affected 
by those consequences of shifting from 
civilian to war production. 


Although the intrinsic value of stocks 
of war industries is growing, both the 
small stockholder and the institutional 
investor have no greater influence than 
in normal times upon the company’s mea- 
sures in respect to dividend policy, to 
enlarging and improving plants, to in- 
creasing the capital stock or to “self-fin- 
ancing.” They are silent and passive 
spectators to the changes in war indus- 
tries and to the overthrow suffered by 
some civilian industries although these 
spectators collectively own large portions 
of the capital stocks of the industries. 


In war time the government is the 
only and last resort capable of represent- 
ing the common interest of the popula- 
tion before the almost omnipotent man- 
agement of war industries. The govern- 
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ment, however, in the first place has to 
take care of stimulating the industrial 
output necessary for the war effort, and 
second to bar inflation. The government 
overcrowded by those tasks is not too 
much inclined to embark upon the addi- 
tional task of protecting savings and in- 
vestments from the losses caused by the 
shifting of industries to war production. 


The same holds good for the post-war 
crisis when war production of industry 
will have to be readjusted to needs of 
peace time and reconstruction. Then 
again those industrialists who are more 
apt to adjust their production to the new 
tasks will be favored; then again entre- 
preneurs will leave it to the government 
to meet the most difficult tasks such as 
unemployment, migration of labor, re- 
construction of foreign trade, etc. En- 
trepreneurs will not worry about savers’ 
and investors’ special interests which will 
then again be affected by the conse- 
quences of the crisis of transition. 


German Post War Experience 


URING the wer as well as during its 

aftermath both savers and institu- 
tional investors must be content if 
neither the industrial management nor 
the government are positively interested 
in increasing inflation, as they were in 
Germany from 1918 to 1923. At that 
time the government of the Weimar Re- 
public did almost nothing to stop infla- 
tion; “fiat money” policy of printing 
paper marks to unJimited extent was not 
discontinued nor was short term borrow- 
ing of the Reich (by issues of treasury 
bills). Moreover the Reichsbank kept 
on pouring loans upon industrialists at 
insufficient rates of discount which made 
any speculation against the mark a pro- 
fitable business for the borrower. By 
this scheme—inaugurated by Stinnes and 
Thyssen—the big industrialists used to 
get loans in marks and repay them at 
maturity in the same legal tender which 
in the meantime had depreciated tremen- 
dously. Thus, they profiteered from in- 
flation in financing all domestic expenses 
(payrolls, improvements of plants, etc.) 
by borrowed marks and in making enor- 
mous gains in gold by dumping export 
abroad until the end of 1923 when the 
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prices inside Germany had reached or 
partially surpassed the level of prices on 
the world market. This wanton game 
was supported more or less deliberately 
by a government too weak to oppose the 
wishes of the industry on which its own 
existence was depending. In a similar 
way entrepreneurs used to profit from 
delaying the transfers of tax payments 
to the treasury — which tax payments 
they had previously deducted from the 
payrolls of their workers and employees. 


Investments in Agricultural Land 


HE special problems of farmers in 

wartime like those of the entrepren- 
eurs are not influenced by savers or in- 
vestors although investments in agricul- 
tural real estate and mortgages, in secur- 
ities of the dairy industry, are heavily 
affected by those problems. We only men- 
tion such items as farm prices, parity, 
wages for agricultural workers, scarcity 
of farm products, rationing as well as 
the deterioration of general farming con- 
ditions caused by lack of workmen, of 
farm inplements by difficulties of trans- 
portation, etc. Here again savers and in- 
vestors are silent spectators both of the 
prosperity and of the declining trends. 
The government again is supposed to 
reconcile farmers’ special interests to 
the general interests of the population 
although it will do so rather for the pur- 
pose of feeding the population than of 
just protecting investments made in 
agricultural values. Such investments 
are exposed not only to depreciation by 
inflation, they might also suffer from de- 
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flationary measures during the crisis of 
post war transition when farmers as 
mortgagors are apt to become distressed. 


Labor’s Contribution to Inflation 


URING the war all workers em- 

ployed in war industries are taking 
advantage of the war boom as entrepren- 
eurs or farmers do. The increased total 
of wages, however, as compared to the 
decreased total of consumer goods avail- 
able, represents an important cause of in- 
flation. 

Saver and investor are silent specta- 
tors of the struggle which management 
and labor are fighting against each other 
although labor relations have a decisive 
bearing upon industrial investments. 
Once again it is left to the government 
to reconcile both parties. Labor itself 
will be affected not only by inflationary 
increasing costs of living but also in its 
position as a small saver. 

During the run-away inflation in Ger- 
many workers used to employ all pur- 
chasing power they possessed to buy con- 
sumer goods to make life as comfortable 
as possible under the circumstances — 
thus speeding the inflation spiral. Short- 
sighted labor leaders were content with 
tactic successes such as adjustment of 
wages; they offered no constructive ideas 
to defeat inflation which, as mentioned 
above, was deliberately speeded by the 
leaders of industry. 

In the post war crisis to come, labor 
relations will be likely to be left again 
to the government which will have to 
deal with all the problems of industrial 
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readjustment and with the specific com- 
plexities of labor migration and disloca- 
tion. 


“Orphan Saver” 


E have already stated the passive 

part saver and investor as a rule 
play during the storms of war, inflation 
and post-war adaptation. This is even 
true of the big individual saver and in- 
vestor unless he owns an amount of 
shares or stocks large enough to enable 
him to influence the management of an 
individual company. In general he de- 
pends on the measures taken by the gov- 
ernment to settle the various economic 
complexities and to bar inflation. He is 
supposed to pay his taxes; in a democ- 
racy he may also vote and criticize to his 
liking but he is hardly expected to sub- 
mit any planning of his own. 

When in wartime a certain mild infla- 
tion becomes inevitable, though it will be 
controlled and limited, as at present in 
this country, the big saver is looking 
around to find some “hedge” against in- 
flation. He begins to switch from one in- 
vestment to another, from bonds to stocks 
or to commodities. Such switching to 
protect one’s position is apt to injure the 
common interest of savers and investors; 
e.g. one savings bank or life insurance 
company might get rid of securities by 
selling them to another institutional in- 
vestor. The switching investor himself 
may enjoy temporary profits, but in the 
end he will not find much protection 
against the rise in the cost of living un- 
less he always sells “at the right time.” 
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During the inflation in France, a 
switching from bonds to stocks granted 
no lasting protection because when the 
business cycle went into its downward 
phase stock prices went downward too. 


In Germany’s runaway inflation, how- 
ever, even temporary gains from stocks 
were make believe, since they were offset 
by currency depreciation and by the 
watering of the company’s capital stock. 
The same was true of attempts to protect 
capital by switching to real estate which 
later on was subjected to increased taxes 
and became newly indebted by the law 
which granted a certain revalorization 
to be paid to the mortgagees. 


Even so called material values, as for 
instance grand pianos, often bought by 
small people during German inflation did 
not represent an adequate protection 
since the buyers were not able to sell 
them again in time nor to eat them. 
At the end of the run-away inflation in 
November 1923 all savers and investors 
had lost practically everything since their 
investments in terms of marks had de- 
preciated automatically to the same ex- 
tent as had the currency —one mark 
equaling a trillionth of 24 cents as com- 
pared to one mark equaling 24 cents in 
1914. 


Small Saver Hurt by Inflation 


HE small saver will be affected more 

quickly by inflation than the big one, 
since he will exhaust his small savings 
much faster to meet the increased cost 
of living, and—as he is compelled to 
realize make-believe profits as soon as 
possible—he will “speculate” even worse 
than the big fellow. Thus, in German 
inflation he also had lost everything at 
the end of 1923. After the stabilization 
of the currency, savings deposits were 
revalorized only as far as they had not 
been withdrawn during inflation — no 
“retroactive” revalorization was granted. 
As to investments in mortgages, a retro- 
active revalorization was constituted in 
respect to mortgage loans which had been 
repaid in the later stages of inflation 
i.e. after June 15, 1922. The small in- 
vestors, however, seldom could profit 
from this privilege, since in contrast to 
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the big and to the institutional investors, 
they had not been able to keep their mort- 
gage investments beyond that date. 


The run-away inflation in Germany 
presents the most striking instance how 
amidst the struggle of management and 
labor small savers and investors were 
forgotten both by the administration and 
by the political parties. Savers and in- 
vestors had no political influence or plan- 
ning of their own and nobody was inter- 
ested in the savings of the people. 


However, the revalorization laws, to a 
certain extent reestablishing the funds 
held by institutional investors such as 
savings banks: and life insurance com- 
panies, made it possible for those insti- 
tutions to redistribute revalorization 
quotas to small savers and policy-holders. 
Thus, even the grotesque picture of the 
German inflation gives some evidence of , 
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. Mr. Von Mering . . . has included in his 
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from recent studies . . . The book should be of 
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as economists.” 
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What Sank this Submarine? 


In an eastern state a manufacturer, in business more than a century, 
was producing printing presses in 1941 for an America then at peace. 
Came a menace to our shipping from below the seas—our Navy urgent- 
ly needed guns and mounts for the ships. Could the manufacturer 
make gun mounts? He could and he would. 

But funds were needed at once for new equipment and to hold. 
trained personnel during the conversion period. A delay would have 
meant unemployment and stagnation for the community. And, even 
more important, precious weeks would have been lost before the 
necessary gun mounts were delivered to our Navy. 

So the manufacturer went to the officers of his local bank. This 
bank and the Chase, its New York correspondent, quickly arranged 
a substantial loan, enabling the manufacturer to keep his efficient 
organization together and to place weapons on our warcraft and 
freighters to battle the underseas menace. 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


TAX POLICY AND THE INFLATION PROBLEM: 
THE TREASURY VIEW 


ROY BLOUGH 
Director of Tax Research, United States Treasury Department 


AIR distribution of the wartime eco- 

nomic burden is one of the major 
objectives of wartime tax policy. An 
even more important objective of war- 
time tax policy is maximum production. 
Taxes should contribute to, and not in- 
terfere with, war production. One of the 
great threats to both maximum wartime 
production and equitable distribution of 
war burden is the threat of rising prices. 
Inflation distributes the economic bur- 
den of war in a haphazard and inequit- 
able way. People with fixed incomes are 
hit harder than those with incomes ad- 
justable to price change. Moreover, by 
multiplying the monetary costs of war, 
creating a distorted price structure and 
dispossessing some classes at the ex- 
pense of other classes, inflation impedes 
post-war recovery. 

To supplement and support voluntary 
saving, the following methods are available 
to withdraw and immobilize purchasing 
power. 

Purchasing power may be withdrawn 
from consumers by taxation or compulsory 
lending. If taxes are used, the money is 
taken away from the would-be consumer 
once and for all, while if the compulsory 
lending method is used the money is taken 
away now but will be paid back after the 
war. 

Purchasing power may be immobilized in 
the hands of would-be consumers in several 
ways. 

Price ceilings combined with a continuous 
educational campaign reduce spendings, al- 
though the effectiveness of these methods 
when the pinch of shortages really comes 
has yet to be tested. 


Before the National Tax Conference, Cincinnati, 
Ohio, October, 1942. 


Rationing of specific goods reduces the 
amounts people try to spend. As rationing 
is broadened to include a wider range of 
goods, the effect in immobilizing purchasing 
power increases. 

Compulsory saving enforced by punishing 
people who save less than they are directed 
to would be a method of immobilizing pur- 
chasing power, though perhaps a harsh one. 

Expenditure rationing or limitation is in 
effect another approach to compulsory sav- 
ing. The allowable amount of expenditures 
could be adjusted to family responsibilities 
and so graduated as to allow persons with 
small incomes to spend a large proportion 
of their income while limiting the spendings 
of persons with large incomes to a small 
fraction of their incomes. 

But why, it may be asked, should we use 
taxation when these other methods are 
available. Increased taxation is a basic 
method of curbing the danger of inflation. 


The economic cost of the war cannot be 
postponed but the final distribution of the 
burden can be postponed through borrow- 
ing. The final distribution of the burden 
through taxes imposed during the war when 
there is surplus purchasing power would 
seem to be superior to a postponement until 
after the war, when the economic situation 
may not be favorable to the heavy taxation 
required to finance the debt and thus finally 
to distribute the financial burden of the 
war. 

The use of taxation, moreover, reduces 
the necessity for borrowing, keeps down the 
total volume of bank deposits, and does not 
interfere with the operation of the banking 
system. It minimizes the necessity for new 
and strange types of control over the indi- 
vidual. 

If vast sums are borrowed during the war 
from consumers or if funds are immobilized 
in the hands of consumers, there may be a 
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dangerous surge of purchasing power im- 
mediately after the war. People may spend 
their savings, redeem their war bonds and 
express their postponed demands in such 
volume that the rigid controls on purchases 
during wartime may have to be extended 
into time of peace when they would be con- 
sidered much more onerous. 


A tax measure that combines withdrawal 
of purchasing power with the immobiliza- 
tion of additional purchasing power is the 
spendings tax. The spendings tax is less 
rigid and arbitrary than other methods of 
immobilizing purchasing power since spend- 
ing is not prohibited. By taxing small 
spendings moderately and increasing the 
tax progressively as a person increases his 
spending, this tax puts emphasis on dis- 
couraging the less necessary spending. Since 
the money remains in the hands of the in- 
dividuals there is less adverse effect on the 
incentive to maximum war effort. 


The spendings tax is much more selective 
in its impac than the sales tax. By grant- 
ing exemptions and by imposing progressive 
rates, it not only recognizes differences in 
ability to pay but can bring pressure to 
bear selectively where pressure is desired. 
It can achieve substantial reductions in 
consumption by persons whose living stand- 
ards can stand such reduction without at 
the same time putting a crushing burden 
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on the persons whose living standards are 
very low. 

The lower income groups must play a sig- 
nificant part in a tax policy to control in- 
flation. They have too large a proportion 
of consumer income to be left out of the 
anti-inflation picture. 

It should not be assumed, however, that 
because so large a part of the purchasing 
power of the country is in the hands of the 
lower income group, measures to control 
inflation should fall in anything like the 
same proportion on that group as on the 
higher income groups. 

Heavy reliances on direct taxes related 
to income for reaching small taxpayers re- 
quires a reappraisal of our collection meth- 
ods. It becomes imperative to collect as 
much as possible of our taxes at the source. 

Collection at sources adapts tax collection 
to the psychology of the taxpayer. By do- 
ing so, it cuts delinquency and evasion, thus 
protecting the Treasury. Further, it cuts 
off income before it can be spent by the tax- 
payer, thereby keeping the taxpayer out of 
debt to the Government and most effectively 
striking at the roots of inflation. And 
finally, collection at sources can make the 
income tax a much more flexible and re- 
sponsive instrument since it permits Con- 
gress to change rates and exemptions at 
any time and permits those changes to be 
put into effect immediately. 


AN OLD ARGUMENT FOR SALES TAX 


“O Father Maél, I think it right that each 
should contribute to the public expenses and 
to the support of the Church. For my part 
I am ready to give up all that I possess in 
the interest of my brother Penguins, and if 
it were necessary I would even cheerfully 
part with my shirt. All the elders of the 
people are ready, like me, to sacrifice their 
goods, and no one can doubt their absolute 
devotion to their country and their creed. 
We have, then, only to consider the public 
interest and to do what it requires. Now, 
Father, what it requires, what it demands, is 
not to ask much from those who possess 
much, for then the rich would be less rich 
and the poor still poorer. The poor live on 
the wealth of the rich and that is the reason 
why that wealth is sacred. Do not touch it, 
to do so would be an uncalled for evil. You 
will get no great profit by taking from the 
rich, for they are very few in number; on 
the contrary you will strip yourself of all 


your resources and plunge the country inte 
misery. Whereas if you ask a little from 
each inhabitant without regard to his 
wealth, you will collect enough for the pub- 
lic necessities and you will have no need to 
enquire into each citizen’s resources, a thing 
that would be regarded by all as a most 
vexatious measure. By taxing all equally 
and easily you will spare the poor, for you 
will leave them the wealth of the rich. And 
how could you possibly proportion taxes to 
wealth? Yesterday I had two hundred oxen, 
today I have sixty, tomorrow I shall have a 
hundred. Clunic has three cows, but they 
are thin; Nicclu has only two, but they are 
fat. Which is the richer, Clunic or Nicclu? 
The signs of opulence are deceitful. What 
is certain is that everyone eats and drinks. 
Tax people according to what they consume. 
That would be wisdom and it would be jus- 
tice.” 

From “Penguin Island’ by ANATOLE FRANCE 
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LIMITING EXECUTIVE SALARIES IN WARTIME 


J. C. BAKER 
Associate Dean, Harvard University 


From Harvard Business Review, Autumn 1942 


i. NE of the most curious delusions 
on the part of the public concern- 
ing current business practice is that the pay- 
ment of excessive executive salaries is wide- 
spread, The number of executives receiving 
what are commonly classified as excessive 
salaries is relatively small, and these pay- 
ments which appear large present a com- 
pletely different picture when examined 
after tax payments. The difference between 
gross salary income and net salary income 
(i.e. after taxes) is often fantastically large. 
Eg. A person earning $250,000 retained 
about $193,000 after taxes in 1929 and only 
$55,000 under the new tax schedules. 

2. Executives themselves should, after 
studying the whole problem of compensa- 
tion, devise broad specific policies and put 
them into effect without being coerced into 
such action by law, the public, or stockhold- 
ers. If a substantial number of leading 
companies establish publicly approved poli- 
cies, others will follow, and in a short time 
the whole question of large salaries—would 
be understood and solved. This policy would 
help remove friction between executives and 
labor and stockholders, and point the way to 
effective ceilings on wages and farm prices. 


3. It is practically impossible to state 
definitely in dollars what top salaries in the 
largest and most successful corporations 
would be approved or tolerated by the pub- 
lic, stockholders, and labor and at the same 
time prove to be adequate reward to execu- 
tives. Any answer is little more than an 
estimate. The general public hostility to 
high gross salaries may suggest a figure not 
far from $100,000 as the nominal top figure 
for large companies. This means the pay- 
ment of much lower salaries by many corpo- 
rations, and probably on a net income basis 
such salaries would in most instances not 
be far in excess of $25,000 net now being 
discussed. In most companies all bonus, 
stock purchase, and option plans, and cer- 
tainly all “trick” plans for paying execu- 
tives (sometimes with a tax evasion flavor) 
should be abandoned permanently. All of 
these sometimes are tied to or directly re- 
lated to earnings which are now in great 
part a result of the national emergency. 


4. Senior officers should in most compan- 
ies be paid a straight salary, which may be 


adjusted, if necessary, frequently. In addi- 
tion to these salaries, adequate pensions 
should be arranged so that men can be re- 
tired at the proper time. 

5. Every effort should be made to keep 
stockholders informed of all important top 
salary developments. 

6. Emphasis by executives should be 
placed on the future prospects and earnings 
of a company rather than the immediate 
profits which may be secured. 


7. The public, labor and _ stockholders 
should never forget the great and constant 
need at all times in any nation for able busi- 
ness leaders and should remember that 
proper financial and other rewards are 
necessary to attract a steady flow of such 
men to the executive field. In many quar- 
ters this need has been completely forgotten. 
Taxing to the limit, leveling salaries by law, 
and baiting businessmen do not help secure 
these leaders. Laws should not be passed in 
a period of national emergency which might 
well carry over to normal times limiting or 
equalizing the possibility of payments at a 
low level to the able as well as the inefficient 
executive—and there are too many of the 
latter. 

8. The questions involved in paying execu- 
tives are highly volatile ones related to hu- 
man beings and human emotions, and any 
attempt to deal with them dogmatically or 
by law would bring great confusion and un- 
expected results and might over the years 
prove disastrous. 
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THE OUTLOOK FOR PRIVATE ENTERPRISE 


HARLEY L. LUTZ 
Professor of Public Finance, Princeton University 


Sie system of private enterprise is in 
grave jeopardy. It is in jeopardy, 
first because of the relentless attack upon 
it by its enemies in our midst who would 
destroy it, and also because of the lukewarm 
faith in its virtues and its strength which 
activates those who should be most militant 
in its defense. 

In no small degree business men have 
succumbed to the seductive appeal of the 
slogan of security. In some degree they 
have lost the capacity and the disposition 
to take risks. 

The essence of the private enterprise sys- 
tem is that it involves risk, and where there 
is risk there cannot be certainty or security 
of outcome. The businessman can protect 
himself against loss in any part of his 
venture which can be reduced to an actuar- 
ial computation. But after all such protec- 
tion has been obtained, there still remains 
the essential uncertainty as to whether his 
undertaking will show a profit or a loss. 
This is the necessary and unavoidable risk 
of gain or loss which the business entre- 
preneur must assume. Its assumption in 
our economic order is his most essential 
function. No more demoralizing thing has 
happened in our generation than the spread 
of the idea or doctrine that by creating a 
new government corporation, with a cap- 
ital of one or more billions, or by putting 
a few more billions of government paper 
into the banking system, it is both possible 
and desirable to provide an agency to act 
as a chock absorber for the risks of bus- 
iness enterprise. 

It is of the essence of the enterprise sys- 
tem that profits shall be commensurate with 


From address before the War Congress of 
American Industry, Dec. 4, 1942. 


risk. In the past this principle was clear- 
ly understood. All of our great industries 
were built by men who cheerfully risked 
their shirts in the knowledge that they 
could be lost in the struggle. And many 
shirts were lost. Yet there was no dearth 
of those to take the risks, and no dearth 
of capital for these enterprising ventures, 
because it was clearly understood that the 
reward for success was a profit return 
which would be commensurate with the 
hazard. 


It was also clearly understood in the past 
that those who ventured, in the face of 
great risks, and who happened to be suc- 
cessful, could keep the profits which ac- 
crued to them. In the period of great capi- 
tal accumulation, when were being laid 
the foundations of the nation’s enormous 
productivity and of its high standard of 
living, there was no intense class hatred 
of the big income and the large estate. The 
enemies of the enterprise system have been 
able to establish, by political methods, a 
series of restraints which amount to stran- 
gleholds upon business, and which effec- 
tively prevent the enterprise system from 
re-asserting its traditional vigor. 


The American free enterprise system has 
derived a large part of its strength and 
vitality from the thousands or even millions 
of small firms in production, distribution 
and trade. The ruthless concentration plans 
now being set up will destroy many of 
these firms by wiping out their capital, dis- 
rupting and dispersing their organizations, 
and drying up their market. We shall be 
deprived of their aid in effecting the re- 
conversion to a normal peace economy after 
the war. This re-conversion period offers 
our worst inflation danger. 





CAPITAL MANAGEMENT 


SEVEN SNAGS IN PRICE CONTROL AND RATIONING 


WALTER MITCHELL, JR. 
Dun and Bradstreet 


RACTICALLY every item in current 

news reports relative to price control 

or rationing, the difficulties which develop, 

or the actions which Washington takes, can 

be hung on one of the following seven 
pegs: 

1. Horizontal—maintaining the right re- 
lationship between prices and rations of 
competing commodities. 

2. Vertical—maintaining the right rela- 
tionship between prices and supplies at var- 
ious stages in the production and distribu- 
tion stream. 

3. Political—this heading covers a whole 
family of troubles which are neither hori- 
zontal nor vertical; neither downright nor 
upright; but follow the devious methods of 
Congressional pressure groups, namely, the 
farm bloc and labor. 


4. Geographical—the basic fact that 


many a commodity costs more where it is 


Before Binghamton Chapter, Nat’l Assn. of 
Cost Accountants, September, 1942. 


consumed than where it is produced; and 
that price levels and living standards have 
always differed in the various parts of the 
country. 


5. Chronological—the disconcerting and 
discouraging fact that nothing will stay 
put. A price situation or shortage cured 
by careful study and action today may be 
out of kilter again in a few weeks. 


6. Tactical—the fact that it is unsafe 
to assume in planning that any price or 
ration action will enjoy 100 per cent co- 
operation from a citizenry 100 per cent 
patriotic and honest. The great majority 
will be cooperative, but chiselers could de- 
stroy public confidence or do grave damage. 


7. Psychological—the almost insoluble 
problem that public patience, understanding 
and support is needed for a program whose 
unavoidable errors and shortcomings are 
and always will be self-evident to that same 
public. 


GOVERNMENT AND PRIVATE FINANCING 


As the common stock market is for all 
practical purposes not available, industrial 
corporations are rapidly increasing their in- 
debtedness, and here is where the govern- 
ment enters the picture, for almost all 
corporate industrial financing is now being 
done through the government or through the 
banks with government assistance. 

We know the government must do the 
lion’s share of the war financing. However, 
all of us will admit that the more financing 
corporations can do on their own, the better 
will be the economy both during and after 
the war, and the easier will be our transi- 
tion to the private enterprise system. 

As one means of minimizing government 
ownership, companies with previous regis- 
tration statements which have been kept up 
to date and companies with listed shares 
should be exempted from filing a detailed 
registration statement upon the issuance of 
new securities. 

General Motors Corporation has made ar- 
rangements to borrow into the hundreds of 
millions of dollars from the banks under the 


V loan plan for five years and is paying 2% 
per cent, of which % per cent will be paid 
to the government for a guarantee and the 
other 2 per cent will go to the banks. If 
General Motors borrowed publicly it could 
undoubtedly borrow for 5 years at 1% per 
cent, and we are confident that it would 
have considered doing its financing through 
the public route if it were not for the long 
delay necessitated by another SEC registra- 
tion and the sacrifice in time and energy 
which would be required of its executives 
when they are completely absorbed in their 
war-time operating problems. 


After the hostilities have ceased the pri- 
vate enterprise system will stand or fall on 
its ability to provide reemployment for the 
millions in this country now devoting them- 
selves exclusively to the war. We must 
make the path easy once industry has de- 
cided to raise capital. 


Albert H. Gordon, of Kidder, Peabody 
& Co. in address to the National Assn. of 
Securities Commissioners. 
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SHORT RATIONS FOR LOCAL GOVERNMENT 


THOMAS H. REED 
Municipal Consultant 


From National Municipal Review, Sept. 1942 


E have been consuming about $7,000,- 
000,000 worth of local government 
a year. Inexorable forces, however, will 
compel curtailment. Some of these forces 
have long been in operation. For some 
years now financial demands on local gov- 
ernment have been increasing faster than 
strictly local sources of revenue. This 
tendency has been much accentuated by the 
war. <A general rise in commodity prices 
has affected municipal purchases. 


The upward movement of the cost of liv- 
ing has brought with it widespread in- 
creases in local government salaries. Civil- 
ian defense expenditures are already con- 
siderable, and if destructive raids occur they 
will rise to critical importance. In those 
localities to which defense industries or 
military establishments have brought con- 
siderable increases in population, expendi- 
tures for ordinary local works and services 
have expanded enormously. Relief expendi- 
tures have shrunk but not often propor- 
tionately to the increases necessitated by 
war conditions in other fields. 

On the other side of the ledger, revenues 
from local sources, which in the early days 
of defense recovery showed a general up- 
ward trend, are now pointed sharply down- 
ward, except in the more active defense 
centers. 

Down to 1941 the increasing dislocation 
between local financial requirements and 
local revenues was made up by larger and 
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larger grants from state and local gov- 
ernments. For the “duration” local gov- 
ernments must reconcile themselves to less 
state aid. 

From Uncle Sam local governments are 
already receiving special forms of war aid 
but in amount far less than the war has 
augmented their expenses. 


The payments which the federal govern- 
ment makes in lieu of taxes on its proper- 
ties are invariably below the cost of servic- 
ing them. 


It seems likely, therefore, that the gap 
between local revenues and local require- 
ments will rapidly widen in the years of 
conflict and that municipalities will be left 
pretty much to themselves in finding solu- 
tions for their problems. Inexorable finan- 
cial pressure will force curtailment of ex- 
penditures. The alternative of raising local 
taxes is as economically indefensible as it is 
politically impossible in the face of prodigi- 
ously increased federal taxes. 


There is another alternative to curtailing 
expenses—borrowing. It is equally objec- 
tionable economically and is a more insidi- 
ous danger than tax increase because it of- 
ten wears the cloak of political expediency. 


A curtailment of expenditures calls for 
the exercise of a great deal of judgment in 
determining how and where to economize. 
The future of local self-government and 
even of democracy itself may depend on the 
choice that is made of the means and ob- 
jects of economy. 

There are two ways of reducing munici- 
pal operating expenses. The first is by im- 
proving administrative machinery; the sec- 
ond is by curtailment or elimination of ac- 
tivities or services. The first is much the 
best method if it will suffice. 


The first step is to see how much good 
management can reduce the cost of render- 
ing these services. In most cases this meth- 
od can be counted on to accomplish substan- 
tial economies. 

If, however, administrative economies do 
not suffice to balance the budget it will 
be necessary to turn to the curtailment or 
elimination of services. 
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WAR PRODUCTS FROM PEACE PROFITS 


ERIC JOHNSTON 
President, Chamber of Commerce of the United States 
Digested from The American Mercury, December 1942 


N this time of supreme crisis, all civiliza- 

tion must stake its survival on American 
productive genius, American resources, 
American ingenuity. But those things are 
not accidental. Behind the economic miracle 
that must save our own country, and the 
world, from enslavement are the forces set 
loose and brought to an amazing pitch of 
development by the American system of in- 
dividual enterprise. Our technique of mass 
production, our technological achievements, 
our talent for economic organization, our 
ability to improvise under pressure—all 
these are products of the profit system. 


* * * 


The threat to the constructive and useful 
values in the American way of life is from 
two directions: First, there are those ultra- 
conservatives who dislike any sort of 
change. Fortunately, the impact of war is 
jolting these ultra-conservatives out of their 
complacency; they are becoming fewer. At 
the other extreme are the clamorous collec- 
tives. These are so conscious of the un- 
savory by-products of the American system 
that they are blind to its achievements and 
blinder to its potentialities. In their anger, 
they would throw the baby out with the 
bathwater. Even the sorry record of phy- 
sical degradation, moral bankruptcy, terror 
and war in the countries which have tried 
collectivism and state dictatorship does not 
frighten these theorists and utopians. They 
find excuses and fool themselves into believ- 
ing that the American version of totalitar- 
ian life will be different. 


But the profit system also has failed to 
prevent periods of tragic depression and the 
frightful waste of mass unemployment. The 
forces of individual enterprise did not har- 
monize the relations between capital and 
labor, between business and farmers, be- 
tween producers and consumers. The 
emphasis on individual effort and private 
reward too frequently was carried to the 
point of obscuring community responsibil- 
ity.*** I am convinced that I speak for the 
great majority of Americans in insisting 
that there must be a middle ground of real- 
ity somewhere between these extremes. The 
epoch of dog-eat-dog economy is ended. 
Modern machinery and the abundance we 


have created require new types of self-dis- 
cipline on the part of all social groups—of 
capital, labor and agriculture. Our com- 
plex society must preserve and even deepen 
the virtues of the profit system, rounding 
it out with new forms of co-operation. The 
alternative is chaos or total organization by 
a tyrannical state. 5 


Perhaps the changes since the First 
World War came too fast and too rapidly to 
be assimilated. Businessmen found them- 
selves derided as Babbitts and cursed as 
economic royalists. In general, their re- 
sponse was characteristic of a breed of in- 
dividualists and fighters conditioned by com- 
petition. They yelled bloody murder every 
time government assumed obligations—the 
obligations which business itself had failed 
to meet. They might as well have fanned 
the air with their hats. 


The pity of it is that, though they were 
often right in their viewpoints, businessmen 
usually left their motives wide-open to sus- 
picion, to the ridiculous charge that they 
were against feeding the hungry, against re- 
lieving unemployment—in favor only of 
keeping up profits and keeping down taxes. 
Perhaps the greatest irony of all is that 
business, which has contributed more to 
“freedom from want” than any other ele- 
ment in America, has jockeyed into the un- 
reasonable position of seeming to oppose 
that very freedom! 


There may be the lingering thought that 
business and management are “behaving” 
only because of wartime pressure and war- 
time profits. This skepticism is utterly un- 
justified. No other group is profiting from 
the emergency as little as business. 


But business must demonstrate that it 
has a heart as well as a mind. It must co- 
ordinate its own policies and interests with 
those of labor, agriculture and government, 
in a spirit of self-regulation. Other ele- 
ments in our American community must 
want to keep our business system alive and 
virile, as the fundamental condition for 
their own survival and prosperity. 


Intelligent planning for the post-war 
years is an essential part of that victory, 
one that can be carried on without detract- 
ing from all-out war production. Indeed, we 





552 


can add immensely to the impetus behind 
our war effort by planning a better world 
for tomorrow. There are too many prophets 
of pessimism in the land. 


We know that the danger is not merely 
that of government invading business, but of 
business invading government. The results 
are the same. All but a tiny minority 
among businessmen and in management 
realize that labor unions have become an 
intrinsic and permanent element in our 
mechanism of free enterprise. The war 
emergency has shown the need—and the 
possibility—of co-operation. This new 
unity must be projected into the post-war 
era. Management alone cannot break down 
the barriers to production—barriers such as 
taxes on incentive and investment, mono- 
polistic practices by business and govern- 
ment and labor, rules for economic life ar- 
bitrarily devised by bureaucrats. Only 
management working with labor can remove 
the barriers, for the welfare of the nation 
as a whole. 


Production line of P-38’s at the Lockheed 

plant in California, a scene which has 

been the basis of several bank exhibits 
on war production. 
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The Corporation Goes Into 
Politics 


Successful political behaviour by a corpo- 
ration must take account of laws yet un- 
written, laws that are still aspirations in 
the public mind. But since political life is 
heavily peopled with men of legal back- 
ground, it may not be too much to expect 
that the very firms who have produced the 
hair-splitting drafters of contracts and pro- 
spectuses may also produce men visionary 
and flexible enough to aid in the political 
guidance of a corporation when they sit in 
its inner councils. For the lawyer, by tradi- 
tion and training, deals in conflicts of in- 
terest, in probabilities rather than exacti- 
tudes, in human feelings and behaviour. It 
is not his calling, but corporation practice, 
that has so often turned him into an ivory 
tower man. 


The principal outside contact of a corpo- 
ration has been through its salesmen, oper- 
ating most successfully when guided by of- 
ficials who have had sales experience them- 
selves. Now a salesman’s job is to make a 
constant series of adjustments between the 
offerings and policies of his company and 
the varying and often freakish demands of 
his customers. Indeed the very existence of 
the salesman is testimony to the fact that 
even “pure” business has a large political 
element. For if business were really pure 
economics, a list of prices, specifications, 
and terms would be all the salesforce need- 
ed. Too many salesmen, like the business 
lawyers, have been too far conditioned by 
old-style corporate attitudes. But if a man 
has been a not too impressionable member 
of this impressionable brotherhood and has 
reached the stature of a corporate official, 
he emerges as another logical candidate for 
the job of planning and executing the new 
kind of contact with the world that corpo- 
rations are being forced to make. 


RICHARDSON WOOD—In “The Corporation 
Goes into Politics’—Harvard Business Review; 
Autumn, 1942. 


A study made public recently by the SEC 
indicates that the total income of indivi- 
duals during the three months, July, Aug- 
ust, and September, 1942, exceeded all liv- 
ing expenses by $11,400,000,000. This is at 
the rate of almost $4,000,000,000 a month, 
the fastest accumulation of surplus buying 
power in all history. 
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NEED OF STREAMLINING GOVERNMENTAL ACTIVITIES 


FFICIENCY and frugality should be de- 

manded of all Governmental activities, 
from the smallest hamlet to the Federal 
Government. A beginning has been made 
along this line by some of the departments 
at Washington, but only the surface has 
been scratched. Total non-war expenditures 
of Federal, state and local Governments ag- 
gregate more than $16 billion, and several 
billions could be saved without in any way 
impairing the public service. With the en- 
tire nation concentrated on national prob- 
lems, the time is propitious to throw the 
spotlight on expenditures for Governmental 
services. Perhaps never again will such a 
good opportunity present itself to stream- 
line Governmental activities in keeping with 
the requirements of the times. 


By January 1, 19438, there will be 5,500,000 
employees in the civilian service of the Gov- 
ernment—Federal, state and local. The 
number of Federal employees and of Federal 
agencies is three times as great as at the 
time of the Armistice in 1918. The amount 
of red tape imposed by the bureaus in Wash- 
ington is unbelievably large. According to 
a Senate committee which made a recent 
survey of this problem, this duplication of 
work constitutes “an unbearable burden 
upon governmental cogs in the war machin- 
ery, but it is an unnecessary, expensive and 
burdensome procedure for private business, 
and is one of the greatest morale destroy- 
ing factors affecting private industry in its 
relationship to the war effort.” There is a 


great overlapping of functions and wasted 
motions in the various departments. Seven 
different agencies, for instance, are collect- 
ing data on employment, housing, cost of liv- 
ing, wage rates, working conditions, and 
other factors affecting labor. 

An incredible amount of information is 
issued by Governmental departments in 
Washington. The number of pages in the 
original releases distributed to newspapers 
and magazines, in the course of a year, to- 
tals approximately 143,500 pages, or the 
equivalent of 574 books of 250 pages each. 
While much of this information is useful to 
business men and others, a large part of it 
is for the purpose of creating additional 
sponsorship for the continuation or enlarge- 
ment of the department concerned. In con- 
sequence, many of the bureaus assume a 
growth all out of proportion to the services 
rendered. A number of other departments — 
are continuing with a full staff on work — 
which has been made obsolete by the war. 

What is sorely needed is to consolidate 
all related activities under one organization 
and thus avoid the duplication and waste of 
thousands of man hours that now prevail. 
Senator Byrd has estimated that one million 
Federal employees, or one third of the total, 
should be relieved of their present activities. 
This would release a reservoir of workers 
badly needed in the OPA and in other war 
agencies. Since the Government is faced 
with a critical manpower situation, it should 
set the example for others by making the 
most effective use of its personnel. 


Urges Untaxing Savings 


It is commonly said that the reason for 
inflation is government spending, but this 
is misleading. If what the government 
spends were obtained from private indi- 
viduals curtailing their spendings by the 
same amount, the government spending 
would not be called inflationary; the gov- 
ernment would then be merely spending 
what, without the war, the people would 
have been spending. It is not mere spend- 
ing as such which makes inflation but the 
governmental spending of newly created 
money. 

A general individual price control is too 
big an order to become enthusiastic about, 
unless there is control of the volume of cir- 
culating medium, and if that control is 
sufficient, the general control of individual 
prices becomes unnecessary. Without some 


wise substitute for the automatic free mar- 
ket, something is sure to go awry. As long 
as there is an inflationary gap there is an 
inflationary pressure becoming more and 
more uncontrollable. Individual price con- 
trol is like trying to plug the spout of a 
tea kettle to prevent the steam from form- 
ing. 

The Treasury is overstressing taxes. We 
must untax savings or else we run the risk 
in taxing them to kill the goose that lays 
the golden eggs. More important than the 
taxing of spendings is the untaxing of sav- 
ings. I would take off all corporate income 
taxes and put the equivalent or near equiv- 
alent on personal incomes so far as they 
are spent and not saved. 

Prof. Irving Fisher, before Iowa Bank- 

ers Assn., Oct. 1942. 





Free Market 


E have discovered and employed many 

ingenious and unique price-making 
mechanisms to hold particular prices in line. 
And I must confess that we have found none 
which are satisfactory substitutes for free 
markets and ample supplies such as we have 
in peacetime. Because it was recognized 
that such a discovery was highly remote, no 
part of the funds appropriated for research 
has been devoted to discovery of substitutes 
for free enterprise. 

Non-farm prices have gone up only nine- 
teen per cent since August, 1939, and pro- 
duction is up in that same period something 
like eighty-five per cent. Why, there is 
nothing like it that has ever happened in 
the history of production before—eighty-five 
per cent increase in production, nineteen 
per cent increase in price, but only three 
per cent of that increase since Pearl Har- 
bor. That is a record of which business and 
Government can well be proud in its colla- 
boration. 

Farm prices are up nearly double since 
the outbreak of the war, and production is 
up about ninety per cent. It is a very, very 
curious confluence of statistics; farm pro- 
duction up 19%, prices up 95%, industrial 
production up 85%, prices up 19%. 

This is my forecast of the next year’s 
policies. We will have more decentraliza- 
tion. There will be more decisions made 
about rent, ration, and price affairs in the 
district offices outside of Washington. On 
retail prices there will be more dollar and 
cents ceilings. We will be required to ra- 
tion a number of the essential items of 
clothing and food in the cost of living index. 


LEON HENDERSON before the War Congress 
of American Industry, Dec. 3, 1942. 
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Other Articles 


Economic. Demobilization After World 
War I:—The manner in which the U. S. de- 
mobilized after 1917-18 is indicated in some 
detail by A. T. Lauterbach in this interest- 
ing article. In most cases controls were 
abandoned on Jan. 1, 1919. While some con- 
tracts were cancelled, the shipbuilding pro- 
gram was continued until 1920. The trends 
in government finance, agriculture and un- 
employment are also indicated. However, 
conditions are expected to be different after 
the current conflict because “the scope of 
war economy far exceeds that of any World 
War policies (and) the dislocations in the 
world economy are incomparably greater 
than they were in 1918.” 

Political Science Quarterly,. Dec. 1942 


Small Business and the War Effort: A 
detailed survey of the importance of small 
business in our economy and its role in the 
war effort is given in this interesting anal- 
ysis. One conclusion is that “Small bus- 
iness in general is facing . . . the most seri- 
ous emergency in its history. How many 
of the present small businesses survive will 
be determined by the initiative and resource- 
fulness of their management, as well as 
by those factors beyond their control and 
to be determined by the course of the war.” 

The New York Trust Co. Index, Autumn 1942 


Births and Deaths in Business: Walter 
Mitchell, Jr., and William Hayes of Dun 
and Bradstreet, Inc., analyze recent data 
on business failures and point out that the 
total number of failures has shown only a 
small change despite the pressure of war 
time shortages. This remarkable develop- 
ment is attributed to “the radical decline 
in business births,” which were 46% below 
the 1940 level in July-August 1942. A tabu- 
lation shows in detail the record in various 
industries. 

Dun’s Review, November 1942 


a 


Total resources of $1,175,319,231 were re- 
ported by the Bank of Montreal, the high- 
est in the 125 years of the bank’s operation, 
in its statement of October 31, 1942, the end 
of the bank’s fiscal year. Deposits exceed- 
ed, for the first time, the billion dollar mark, 
totaling $1,064,645,439. The co-operation of 
the bank in financing the Canadian Govern- 
ment’s war effort is reflected in increase in 
government and other bonds and debentures 
to $683,835,390, compared with $498,740,536 
a year ago. 
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CANADIAN CONTROLS 


New steps are being taken to stabilize 
the cost of living in Canada. The retail 
prices of designated imported and domestic 
foods of widespread consumption are to be 
reduced by the payment of subsidies and 
the reduction of duties and taxes. Reduc- 
tions of 10 cents per pound for tea and 4 
cents per pound for coffee have already 
been ordered. Since the Commodity Prices 
Stabilization Corp. is the sole importer of 
these products the reduction in retail prices 
was easy to effect. 


Arrangements have been made to pay re- 
tailers for any losses on inventories caused 
by these reductions. The price of oranges 
is to be reduced by the elimination of taxes 
and duties. A subsidy of 2 cents per quart 
has been authorized for fluid milk actually 
sold for human consumption. Produce prices 
will remain unchanged but those paid by 
consumers will be reduced by the amount of 
the subsidy. In addition, the profit margins 
of some retailers in beef are alleged to “have 
widened unreasonably” and are to be re- 
duced. These measures are expected to pre- 
vent further rises in the cost of living. 


Hon. J. L. Ilsley, Minister of Finance, re- 
cently indicated that price and wage con- 
trol has not prevented increased incomes in 
Canada. While the cost of living index ad- 
vanced only 2.7% in the period since Oct. 
1, 1941, “Average weekly earnings per 
worker in manufacturing industries are re- 
ported to have risen 13% in the 12 months 
ending Sept. Ist ... farmers gross cash re- 
ceipts are about 20% higher than last 
year.” 

The operation of private commercial ve- 
hicles has been limited to 35 miles from the 
vehicle’s registered address. 


More than 500 local ration boards are 
being established throughout the country to 
handle local rationing problems. 


Prices of used cameras, binoculars, lenses 
and photographic equipment have been fixed 
at 100% of the list price for new equip- 
ment. 


Ration banking has been introduced in 
Brockville for sugar, and tea and coffee 
coupons. 


Soft coal miners working underground 
have been granted double rations of tea or 
coffee. Arrangements have been made with 
officers of the labor unions for the collec- 
tion of all ration books held by men en- 
titled to the extra tea or coffee and the re- 
distribution of the books when the extra 
coupons have been added. Procedure has 
also been outlined whereby non-union 
miners may obtain the double rations. The 
new regulations do not extend to sugar. 


BRITISH MANPOWER 


The draft age has been lowered to 18 
from 18%. However, registration is re- 
quired when a boy is 17 years and eight 
months old in order to allow time to sort 
them out by their 18th birthdays. The 
top age of men called up is now 41 although 
the limit is 51. A year’s training at home 
is required before the boys can be sent 
overseas. Labor Minister Bevin has indi- 
cated that men between 37 and 41 would 
be sent directly into war factories. Married 
women with children over 14 years old are 
being directed into part time work. 


PRICES IN GREECE 


According to the Greek War Relief Asso- 
ciation, Inc., the following prices prevail in 
Greece. 
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Loaf of bread, $22.40; pound of round 
steak, $34; dozen eggs, $27; pound of sugar, 
$22.50; five pounds of potatoes, $14.25; 
pound of rice, $14; pound of macaroni, 
$37.50; 5-cent cake of soap, $11; $25 suit 
of clothes, $1,500, and a $5 pair of shoes, 
$400. These products are available only on 
the Black Market, which is disappearing. 


BRITISH OVERSEAS INVESTMENTS 


Lord Kindersley, president of the Na- 
tional Savings Committee, estimates that 
Great Britain’s overseas investments have 
been reduced by £ 1 billion ($4 billion) 
since 1938. This leaves a total of £ 2.6 bil- 
lion ($10.4 billion). 


NEW ZEALAND SUGAR RATION 


A rise in the basic sugar ration of ten 
to twelve ounces weekly, plus an additional 
allowance for preserving, the restoration 
of the 25 per cent cut in supplies to manu- 
facturers and four additional ounces of tea 
for all persons for December only were an- 
nounced by the Supply Ministry as a 
Christmas gift to New Zealanders. 


COMPLETE 


“TRUST 
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Policy Loans Drop 


Life insurance policy loans outstanding in 
the nation have decreased $217,000,000 dur- 
ing the year, the greatest single year’s de- 
crease in history, bringing the ratio of policy 
loans to total life insurance reserves avail- 
able for loans to a new all-time low of 9 per 
cent, nearly one-half that in force at the 
beginning of World War I. 

This decrease is reported by life insurance 
executives to be a reflection of the changed 
conditions brought about by the war, es- 
pecially the improved status of the lower 
income families. Part of the reduction is 
accounted for by the repayment of old loans 
and part by the diminishing number of re- 
quests for new loans. Cash repayments of 
old policy loans have been from 10 to 20 
per cent greater this year than last year. 

While the need for cash for income tax 
payments last March did not bring about 
any material increase in policy loans, there 
is some anticipation in insurance circles that 
there may be an upswing in policy loans in 
March, 1943, when the first installment of 
Federal income taxes becomes due, unless 
some pay-as-you-go or similar plan for eas- 
ing the situation is adopted. 
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SOLDIER AND SAILOR TRUST FUNDS 


A Challenge - and a Proposal to the Civilian Beneficiaries 
of Freedom 


CHRISTIAN C. LUHNOW 
Editor, Trusts and Estates 


HILE we praise our boys on 

the fighting line, as they pass 
the ammunition of freedom, perhaps 
we can find ways and means to give 
more tangible expression of apprec- 
iation for their great services and 
sacrifices to us individually and as a 
nation. We might also be able to pre- 
vent reoccurrence of the inequities 
that some suffered as a result of the 
last war. Many will not return from 
this one, others will return seriously 
handicapped, perhaps permanently 
incapacitated mentally or physically. 
Such are the misfortunes of war, but 
a large measure of alleviation lies 
within our power. For certain, the 
government has made provision al- 
ready for financial compensation to 
bereaved families or the disabled. 
But it is necessarily a modest average 
and an arbitrary one which cannot, 
by the nature of statute, differen- 
tiate in cases of special need or spec- 
ial service rendered. 

Nor is it more than a sham and an 
excuse to say “Let the government take 
care of them.” There are severe limits 
to government’s ability to do so with 
the justice which could be attained only 


through local consideration and assist- 
ance. The promising young boy who 
performed heroic feats but had his career 
cut short by loss of limbs or mental 
health cannot be grouped justly with the 
ne’er do well itinerant; the older man, 
an executive of proved ability who left 
a family without grown boys cannot be 
considered in the same category with 
one who gave up little responsibility and 
had contributed little to his community. 
* * * 


F special needs are not provided for 

by some supplemental means within 
the community, the resulting injustices 
will only serve to give credence and pub- 
lic support to later and larger demands 
by those with no just claim. Payments 
to the disabled or to families which today 
appear to be adequate to give at least 
the price of existence, may not be so with - 
even a small rise in the subsequent cost 
of living, and a few dollars here and 
there may be the difference between a 
decent, healthy living and _ suffering, 
where the survivor or his dependents are 
unable to supplement it by their work. 
And only other members of his commun- 
ity are in a position to distinguish the 
deserving from the undeserving. 

It should also be noted that no distinc- 
tion is made by compensation statutes 
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in insurance provisions or family allow- 
ances, between the private and the Gen- 
eral. There is, and can be, no recogni- 
tion by a uniform law for compensation 
in some proportion to the sacrifices of 
civilian life that different men have 
made, no adjustment for the varying 
hardships their families may have to 
undergo as a consequence of their depri- 
vation of future earning power. Nor is 
there any place, by law, for some extra 
reward to those who have done outstand- 
ing jobs in active combat, at least so far 
as this can be evidenced by advancement 
in rank or citations. For some, the rib- 
bon or medal, the bars or stars will be 
enough, but let us recall the broken men 
and those who found a new kind of world 
to which they must slowly become 


adapted, who had to pawn those honors _ 


to carry on a bit longer. 


* * * 


HERE is a democratic, a voluntary 

way in which Americans safe on the 
home front, thanks to their compatriots 
on the battlefront, can give at least some 
deserved financial compensation; that is 
by the creation of community (or county 
in rural sections) trust funds for active 
combatants. Administered by local trus- 
tees and boards, these funds would be a 
continuing tribute to those who paid the 
greater prices of war. Otherwise, here 
is what will happen: 


A captain commanding a ship-of-the- 
line, after taking leadership in a victory 
or delaying action that may turn the tide 
of our future, falls at his post. Or a 
sergeant, through super-human courage 
and effort, knocks out a machine-gun nest 
that imperils the lives of an entire com- 
pany but loses his own life in the at- 
tempt. If they had purchased the top 
amount of government insurance, $55.10 
a month would be paid for 20 years, or 
life if the beneficiary is over 30, with an 
allowance of $38 to $45 a month to his 
widow and $8 to $15 (depending on age 
and number) for each child. If no in- 
surance is taken out, parents receive an 
allowance of $45 a month, or $25 each, if 
both survive. 

Or again, an eminent surgeon leaves 
a fine practice and his home to go to the 
front, and is permanently incapacitated, 
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beyond the curative powers he himself 
had formerly given to others. He and 
his family may have to give up even the 
necessaries of decent living, because he 
had few assets stored and he and his 
entire family are allowed $100 a month. 
True, there is free hospitalization; there 
are still thousands of broken homes from 
the last war, with the husband forced to 
stay at the hospital while the family lives 
on the edge of town. That is poor jus- 
tice and harsh retribution. It bears lit- 
tle relation to any special conditions be- 
fore or after and “equality in the eyes 
of the law” becomes a bitter travesty to 
those not possesed of other sources of 
support. 


* * * 


HE people of America are not cold- 

blooded, and surely during the war 
there is much patriotic appeal in the op- 
portunity to contribute to the local trust 
for war heroes and war casualties. 
Whether this be done through a common 
trust fund administered by local trust 
institutions, or through a Community 
Trust, the creation of such funds would 
mark a great service of professional trus- 
teeship. Individuals and corporations 
could be invited to contribute as donors, 
a roll of honor could be started, and word 
of this work would be welcome to many 
who would like to make a more personal 
payment to those who come back bearing 
the mark of unusual sacrifice. 


Already, without any solicitation, the 
Treasury has received gifts of over 
$3,000,000 from individuals wanting to 


do a bit more. Before the fall of Bataan 
a fund was set up in San Francisco to 
aid the defenders of that outpost; in 
Los Angeles a bequest of $500 was made 
to the family of the first American pilot 
to be killed over the Russian front. In 
Bermuda a $20,000 fund has been recom- 
mended for the benefit of the officers and 
men of the H.M.S. Bermuda. The priv- 
ilege of personal participation should be 
offered to every person of means and 
especially to those who are making more 
income than ever. Invested in war 
bonds, these funds would do double duty 
in financing the war. It will constitute 
a sort of reserve trust for those who gave 





CAPITAL MANAGEMENT 


more than their share to protect the 
American way. 


* * * 


N some instances, people may wish to 

designate specific uses of gifts and 
bequests; it would seem far the wiser 
and more beneficial to leave to the dis- 
cretion of the local trustee or board the 
selection and review of individual cases. 
The work of designating the beneficiar- 
ies, considering and reviewing needs or 
requests for aid, could be readily accom- 
plished through a Trust Committee com- 
posed of representatives from each local 
—or county—servicemen’s organization, 
from civic groups such as the service 
clubs or chamber of commerce, and of the 
trustees (one to represent all or one for 
each participating trust institution). 
Upon certification to the trustees of the 
fund, considering the needs and the funds 
available, the trustees would be in posi- 
tion to make distributions. The trust 
could be limited to perhaps 25 to 50 
years, to allow for the completion of 
this generation cycle and for subsequent 
children through their minority. Pro- 
vision could thus be made for using some 
principal, as during the early years the 
needs will be greatest, and any undis- 
tributed funds on hand at the expiration 
could be turned over to the Community 
Chest or otherwise in the Committee’s 
discretion. If needs were less than the 
amount of the funds available in one 
community, the Committee might have 
power to pay over such excess to a more 
hard-pressed Trust. 

Even in little ways these Soldier and 
Sailor Trust Funds could be of great 
benefit. A few dollars here and there 
might mean the difference between a 
telephone in the home of an aged couple; 
a gift at Christmas time would keep alive 
the thought of the donors and be a yearly 
reminder to giver and receiver of the 
appreciation derived from these days of 
trial. And what finer satisfaction could 
we at home have, when the boys come 
back marked by war, than to look at 
them as we pass on the street without 
feeling a sense of financial debt, but 
rather to be able to say to ourselves: 
“There but for the grace of God go I, 
but I have gladly done my bit too in see- 
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ing that those medals and those wound 
stripes—or that mourning band that the 
mother wears—shall have honor in peace 
as it had in war.” 


New Jersey Trust Men Meet 


“The Revenue Act of 1942 continues 
the trend which has been evident in the 
past decade, namely, to discourage the 
accumulation of large estates,” declared 
J. Stanley Halperin, New York tax con- 
sultant, in concluding his paper on the 
effect of the new taxes on estates and 
trusts, at the recent Mid-Year Trust and 
Banking Conference of the New Jersey 
Bankers Association. Mr. Halperin 
stated that ‘‘just as we are now witness- 
ing attempts to limit the amount of net 
income an individual can retain, it is 
quite possible that in the not too distant °* 
future we may see attempts to limit the 
amount of wealth which an individual 
may transfer by gift or bequest.” The 
subject of Mr. Halperin’s remarks has 
been covered in articles in the November 
issue as well as in this one. 

Other speakers at the one-day session 
were Earl S. MacNeill (whose address is 
summarized elsewhere in this issue), 
Lionel D. Edie, Professor Marcus Nad- 
ler and Merle Selecman, secretary of the 
A.B.A. Trust Division. The Trust Com- 
mittee, under whose aegis the trust part 
of the program was conducted, is headed 
by William E. Hocker, vice president of 
the National Newark & Essex Banking 
Co. 


War Insurance Extended 


Surety companies were notified by the 
War Damage Corp. that the Corporation 
will make available on December 21, insur- 
ance for money and securities in vaults or 
transit against damages resulting from 
enemy bombardment or from resistance to 
enemy attack. The rates to be charged by 
the Corporation and maximum limits on 
both money and securities vary according 
to classifications: Class A, money and se- 
curities in “preferred” vaults; Class B, in 
other vaults; Class C, on premises (in homes 
or tellers’ cages, for example); Class D, 
while in transit. (See article on page 587.) 
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CURRENT EVENTS 


THE NEW POOR 


FRANKLIN B. KIRKBRIDE 


AR is the great 

leveler. Not even 

the deepest depression 

has such a direct effect 

upon the lives and ways 

of living of a people 

as are brought about 

by the impact of war. 

Its cost is borne un- 

equally. To some it 

spells opportunity for 

the acquisition of material gain, to others 

for glory, to most a dislocation of their 

way of life, with saddening losses which 

leave vacant chairs at the fireside or 

maybe return disabled veterans who have 

given their strength that the nation may 
survive. 

There is a large and loyal group of 
citizens, many at or past middle life with 
disabilities of one sort or another, who 
are unable to take part in the war effort, 
who find their sources of income dwindl- 
ing, who face the mounting cost of liv- 
ing and rising taxes and do not know 
where to turn for relief. There is a 
smaller group, the very wealthy, who 
have been the backbone of altruistic 
effort for the public good, who have 
been the chief support of education, the 
arts, charitable activities and who in 
myriad ways have fostered research and 
made possible many advances in our ci- 
vilization. There are other groups, too, 
who have been hit hard, in the lower 
brackets as well as those of more ade- 
quate means. Whole industries have been 
shut down for the duration of the con- 
flict, while elsewhere production grows 
by leaps and bounds. 

In every war, in every inflation, in 
every depression it is the older genera- 
tion, the recipients of tiny pensions, of 
fixed income, who are hardest hit. Then, 
too, the dispensers of goods in the non- 
essential categories and of services that 
have nothing to do with the war effort, 
find themselves unable to meet fixed 
charges, and face the necessity of putting 
up the shutters and finding other means 


of livelihood. It is they who are the 
hardest class to fit into the war effort. 


* *% * 


NE of the most difficult problems is 

to siphon off the huge excess pur- 
chasing power, without at the same time 
hitting those who find themselves 
between the Scylla of increasing living 
costs and the Charybdis of decreasing 
income. To a considerable extent war 
does of necessity force a redistribution 
of wealth. Where the backlog is suffic- 
ient, where the expectation of life is lim- 
ited, where there are no dependents, 
dipping into principal can in an emer- 
gency be faced with equanimity. 

As a result of ten years of subnormal 
business activity, followed by war on a 
scale undreamt of in the past, the sav- 
ings fat on the bones of the nation is 
not what it was when we entered the 
earlier conflict twenty-five years ago. It 
seemed we had then reached almost the 
limit of taxation, could see ahead the law 
of diminishing returns playing its in- 
evitable role. Today taxation is at a 
rate so much higher that comparison 
seems fantastic and shows what can be 
done under the compulsion of dire neces- 
sity. The most difficult part of the prob- 
lem is equitable distribution of the tax 
load. Great wealth must and does bear 
its full share. The problem is where to 
draw the line, not only on a basis of 
justice, but to prevent the destruction of 
opportunity. It may be the right policy 
to tax away surplus income, rather than 
to permit its investment in productive 
enterprise, for what is sound in a peace 
economy may not be possible in war. 
But the indirect results may be so disas- 
trous that it is essential to look beyond 
the primary taxes and the individual 
situation. 

*% * *% 


VERY professional trustee is again 
witnessing what he faced during the 
depression of the nineteen thirties, the 
plight of those dependent on income from 
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estates and trust funds, suffering a de- 
cline in principal value and receiving 
less income as well. Control of money 
rates has reduced the “hire of money” 
to such an extent that in the case of 
prime credit the return has been ap- 
proaching the vanishing point. The 
plight of the railroads, and of mortgages 
in many cities, in the past decade, all 
but wiped out investors in large num- 
bers, to whom war prosperity has 
brought little compensation. 

While taxation is still a hodgepodge, 
there is at last a glimmer of hope that 
wiser counsels may prevail than in the 
past when “soak the rich” was the shib- 
boleth and apparently the only aim of 
the politican. The federal revenue act 
of 1942, while far from perfect and bear- 
ing unevenly on those it affects, does 
show an intelligence far in advance of 
that incorporated in earlier legislation. 
It is probably too much to hope that a 
revision and recodification of our in- 
come and excise tax laws will be made to 
simplify the tax structure, reduce uncer- 
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tainty and delay and make collection 
easier. It is within the realm of possi- 
bility that a pay-as-you-go plan will be 
put into effect and that greater effort 
will be made to encourage saving and 
limit spending during the war period. 
An after-the-war cushion to facilitate 
the change back to a peace economy can 
be secured only through forced savings. 
Until we plug the leak of inflated pay- 
rolls with nowhere to go, the costs of 
living and of war are bound to rise in 
spite of every half-measure to prevent 
this tragedy. 

The new poor are not organized, are 
not vocal, but deserve every consideration 
in the plight in which they now find 
themselves. If, as the social planners 
here and in Great Britain insist, there 
must be freedom from want, it behoves 
us to give thought to the plight in which 
the new poor already find themselves. 


Life Insurance Increases 


Reaching the highest level on record, life 
insurance in force in all United States legal 
reserve companies at the end of 1942 will 
approximate $130,000,000,000, and will cover 
about 67,000,000 policyholders. The amount 
in force represents a net increase of 4 per 
cent during the year. These figures were 
announced by Vincent P. Whitsitt, manager 
and general counsel of The Association of 
Life Insurance Presidents, at a business 
meeting of the Association in New York on 
Dec. 3rd, which replaced the Association’s 
annual two-day convention, cancelled in view 
of wartime transportation needs. 


The announcement contrasted the 1942 
total with the $27,000,000,000 in force at the 
end of 1917 when the nation was deep in the 
first World War. Then the lives of about 
25,000,000 persons were insured, for an aver- 
age of $1,080 per policyholder. Now the 
average per policyholder is $1,940. 

Funds flowing from the companies to 
policyholders, beneficiaries and annuitants 
averaged $2,600,000,000 in annual volume 
over the last 10 years, he stated, and for the 
year 1942 will approximate $2,400,000,000. 
This will include $1,000,000,000 paid as 
death benefits to beneficiaries of deceased 
policyholders, and $1,400,000,000 paid to liv- 
ing contract holders in the form of matured 
endowments, annuities, surrender values, 
dividends and disability benefits. 
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CURRENT EVENTS 


TEXAS TRUST MEN DISCUSS LEGISLATION 


HE need for trust legislation occupied 

the major attention of trust men who 
gathered in Fort Worth last month for the 
21st annual meeting of the Trust Section, 
Texas Bankers Association. One of the prin- 
cipal addresses, by Assistant Attorney Gen- 
eral R. Dean Moorehead, discussed the ad- 
visability of a trust code for the State (his 
paper is summarized in the Fiduciary Law 
Section of this issue), while attorney B. L. 
Agerton of Fort Worth pointed to the desir- 
ability of restoring the reciprocal provisions 
of the inheritance tax law. 


The Legislative Committee headed by 
George Waverley Briggs, vice president and 
trust officer, First National Bank of Dallas, 
reported on its activities in preparation of 
a code in conjunction with the State Bar As- 
sociation, and recommended broadening of 
the investment field for trustees. “Federal 
Control of Rents” was discussed by L. S. 
Brindley, vice president and trust officer, 
Dallas National Bank. 


P. B. Doty, president of the First National 
Bank of Beaumont and of the Texas Bank- 
ers Association, told the group that unless 
trust service as a private enterprise is made 
accessible to the public generally, “we may 
expect the development of a state trust sys- 
tem which will eventually administer large 
estates too.” 

The popular question and answer period 
was handled by a panel composed of attor- 
ney R. B. Cannon of Fort Worth; O. R. Wey- 
rich, vice president, Houston Land & Trust 
Company; H. C. Burke, Jr., vice president 
and trust officer, Continental National Bank, 
Fort Worth; and Morris Fleming, vice presi- 
dent, First National Bank, Paris. Leader of 
the panel was DeWitt T. Ray, vice president 
of the First National Bank of Houston. Mr. 
Weyrich sent us the following brief sum- 
mary of the discussion: 


“We found our troubles were much the 
same, the chief topics of discussion being 
personnel, replacements, investments and 
the effects of the new federal estate and in- 
come taxes on the trust business as a whole. 
As to personnel, we were all pursuing more 
or less the same policy, using as replace- 
ments largely girls and women, with a few 
“4-F’s” and “oldsters” thrown in. As to in- 
vestments, principally because Texas has no 
trust investment statutes, and where trust 
instruments were either silent or inadequate 
on the subject, we found most of us were 
turning to Series “G” bonds or other gov- 
ernment and such municipal bonds as were 


available in the market from time to time. 
As to federal estate and inheritance taxes, 
we concluded there was little we could do 
about them, except to keep ourselves in- 
formed and point out to our customers such 
advantages as were still left open to them 
in the matter of establishing trusts. 


“The meeting developed the fact, which 
was pretty generally known to most of us, 
that few trust departments in Texas were 
doing even as much as paying their own 
way. This seems to be due chiefly to two 
factors, one of which is that the pioneers 
have had to engage in extensive campaigns 
of education, insofar as the public is con- 
cerned, as to the advantages of and need for 
corporate fiduciaries; and the second being 
that we do not have the large concentrations 
of wealth possessed by the North and the 
East, and to some extent, the West Coast. 
A less important factor, but one which is 
being slowly remedied, is the fact that we 
have been inadequately compensated. The 
fault in this respect lies largely with the 
banks themselves, who in the years gone by 
have considered trust service more or less 
incidental to their business and made little 
attempt to cost-analyze the business. Most 
of us know where we are now in this respect, 
but there are still a few, principally large 
commercial banks with small trust depart- 
ments, who consider their gross trust com- 
missions as merely another source of rev- 
enue, charging nothing whatsoever against 
them for operating expenses. They make 
life a burden for the rest of us who try to 
insist on adequate fees for the services 
rendered.” 

The meeting was presided over by R. J. 
MacBean, vice president and trust officer, 
Republic National Bank of Dallas. He was 
succeeded as chairman of the Trust Sec- 
tion’s Administrative Committee by J. S. 
Whitworth, trust officer of the Guardian 
Trust Company of Houston. Floyd O. Shel- 
ton, trust officer of Fort Worth National 
Bank, was named to the committee to suc- 
ceed O. E. Davis, vice president and trust 
officer of the First National Bank of Beau- 
mont. 


John R. Morse has resigned from the De- 
partment of Commerce to rejoin Buchen 
Company, Chicago agency, of which he was 
vice president previous to his selection for 
the government post two years ago. Mr. 
Morse was a recent contributor to Trusts 
and Estates (see May 1942, p. 479). 
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Wartime Conference on Trust 
Problems Announced by A. B. A. 


Trust Division 


WARTIME Conference on Trust 

Problems will be held in New York, 
February 9-11, under the auspices of the 
Trust Division, American Bankers Asso- 
ciation. Louis S. Headley, president of 
the Division and vice president of the 
First Trust Company of Saint Paul 
State Bank, Saint Paul, Minn., made the 
announcement on December 15th. 


‘There will be five sessions of the con- 
ference devoted chiefly to problems which 
are created or magnified in importance 
by the war,” Mr. Headley stated. “Trust 
institutions have special responsibilities 
here at home. They are serving many 
dependents whose chief support has been 
removed. They are serving men with 
property (and their families) who are 
in the armed forces or in war work. 
Trust institutions have a large part to 
play in protecting property and in pro- 
viding security on the home front. 


“Methods of serving these people bet- 
ter under difficult war conditions, and 
the larger problem of preserving values 
in a time of world disorder will be the 
theme of our conference,” Mr. Headley 
asserted. An outline of the tentative 
program follows: 


The opening address at the first ses- 
sion will be given by President Headley 
of the Trust Division to be followed by 
two speakers to be announced later. The 
second session will feature a talk by 
Gilbert T. Stephenson, Director, Trust 
Research, The Graduate School of Bank- 
ing, American Bankers Association, and 
a panel discussion on wartime personnel 
problems under the direction of William 
Powers, Director, Customer and Person- 
nel Relations, American Bankers Asso- 
ciation. 


The third session will include talks on 
new business programs for trust insti- 
tutions, trust research activities, and a 
special war feature by men in the armed 
forces. The fourth session will be de- 
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voted exclusively to investment problems 
and will include a trust-economic panel 
under the direction of Dr. Paul F. Cad- 
man, Economist, American Bankers As- 
sociation. 


The fifth session will feature an ad- 
dress by Mayo Shattuck of the Boston 
Bar, well-known in trust circles, and a 
tax panel under the direction of Charles 
H. Mylander, vice president and trust 
officer, Huntington National Bank, Co- 
lumbus, Ohio, who is chairman, Sub- 
committee on Taxation, Committee on 
Federal Legislation, American Bankers 
Association. 


The concluding session will be a 
luncheon on Thursday, February 11, ten- 
dered to visiting delegates through the 
courtesy of the New York Clearing House 
Association. The banquet has been can- 
celed because of the war. All sessions 
will be held at The Waldorf-Astoria in 
New York. 


Partial Release of Power 
Permitted 


A person holding a general power of ap- 
pointment may release his right to exercise 
it in favor of persons other than those in- 
cluded in the exempt class set up by the 
1942 Revenue Act, according to Randolph E. 
Paul, Treasury Counsel. Thus, the donee 
of the power may partially release it beforé 
January 1, 1943, or within six months fol- 
lowing the termination of a disability recog- 
nized by the statute, without gift tax liabil- 
ity, and may subsequently exercise it in 
favor of the restricted class without sub- 
jecting the property to taxation in his es- 
tate. 


Would Extend Time to 
Release Powers 


On December 7th, there was intro- 
duced in the House and referred to the 
Ways and Means Committee a Joint 
Resolution to extend until July 1, 1943, 
the time within which a power of ap- 
pointment may be released without any 
gift tax liability. At the time of going 
to press, no further action had been 
taken. 
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WILLS FROM PARTNERSHIP TRUSTS 


Opportunity for Coordinating Estate and 
Obtaining New Business 
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UE to the development of heavy tax- 

ation directed at the corporate form 
of business structure, there has been a 
growing tendency during the past few 
years for close corporations to be dis- 
solved and partnerships formed in their 
place. Leading life underwriters have 
been profiting from this trend to such 
an extent that it has been reported to 
the writer by members of the Million- 
Dollar Roundtable that an informal 
survey of the sources of business of 
their members indicates that the great- 
est volume of production by these star 
producers of business has been com- 
ing, in recent years, from the new em- 
ployee - profit - sharing - and - insurance 
forms of coverage, and an increasing 
volume of business insurance written 
on the lives of the partners in business 
partnerships. 


Because I have regarded business 
liquidation insurance trusts as a profit- 
able source of corollary trust business, 
I undertook some months ago to make 
a survey of a group of leading trust 
institutions throughout the country to 
determine to what extent trust compan- 
ies are benefiting from this trend 


toward partnerships. Of the thirty- 
two replies received, fourteen came 
from Western, seven from Mid-western, 
and eleven from Eastern institutions. 


Statistical Results 


WENTY-SEVEN accept trustee- 
ships under partnership purchase 
agreements. All eleven Eastern insti- 
tutions accept this type of business; 
six of the seven Mid-western companies 
accept this type of business, the one 
exception being explained by a local 
statute which the institution believes 
precludes acceptance of this type of 
business; only ten Western institutions 
are willing to take this type of busi- 
ness—the four declining this type of 
business being located in one city. The 
reasons for their fear of the business 
will be discussed later in this article. 
Nineteen institutions consider this 
type of business desirable, five unde- 
sirable. Four consider the corollary 
business to be obtained with partner- 
ship purchase agreements to be desir- 
able. 
The most significant result of this 
survey is that only four institutions 
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accepting this type of business do so 
because they consider the corollary 
business desirable—two in the East and 
one in the Middle West and West. It 
would appear that there is generally a 
neglect of the possibilities of the cor- 
ollary business available if profitably 
developed. The thesis of this article is 
that the most profitable return from 
partnership purchase agreement trusts 
is to be found, not in the fees collected 
for the trusts themselves, but in the 
executorships and the testamentary 
trusts to be developed from the part- 
ners concerned. One Eastern institu- 
tion obtains wills from partners in 80% 
of the cases. 


Objections Stated 


N view of the fact that one closely 

associated group of trust institutions 
regards the partnership purchase agree- 
ment as dangerous, it may be profitable 
to examine the basis of their fear, either 
for the enlightenment of those who may 
have been acting less cautiously or for 
the encouragement of this small group 
of companies which has been refraining 
from participation in this field of devel- 
opment. 

Quoting from a letter from the Gen- 
eral Counsel of one of these institu- 
tions, member of a leading firm of un- 
questioned standing, the objection to 
this type of business is well stated as 
follows: 


“Our attitude on partnership trusts of 
this character has always been that *** 
there was, in our view, sufficient doubt 
(as to their validity) to warrant us to 
advise *** not to accept such trusts. We 
would say that the present tendency of 
the law is to dissipate such doubts, par- 
ticularly in the recognition of a partner- 
ship as an entity and the provisions for 
assignment of partnership interests 
which the Uniform Partnership Act con- 
tains. 

“However, we still think there are 
some doubts as to the validity of the 
ordinary partnership trust, particularly 
if the partner’s interest is not presently 
assigned. 
signment, the argument can be made 
that there is no res upon which the trust 
operates nor any present conveyance of 
an interest sufficient to make the trans- 


In the absence of such as- ° 
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action a trust and not testamentary in 
character. A partnership trust, particu- 
larly if not accompanied by a present as- 
signment, may be only a contract the 
performance of which must await death 
and subject then to the question as to 
whether it is the kind of contract which 
may be enforced against a decedent’s 
estate. 

“Much of the difficulty can be cured 
by a present conveyance of the partner- 
ship interest. However, that often is 


impractical because of the nature of the 
partnership, the obligations of the part- 
ners, the contents of the certificate of 
partnership or for other reasons.” 


Another trust company, enjoying an 
enviable reputation for the soundness 
of its administrative procedure, wrote 
as follows: 


“In 1931 our Counsel made an exhaus- 
tive study of the forms of the trust 
agreement we had accepted, and which 
were patterned after those then appear- 
ing in various fiduciary services. They 
reached the conclusion that these agree- 
ments were invalid and should be can- 
celled. 

“Counsel’s main objection to these 
agreements was that no cognizance was 
taken of the rights of the deceased part- 
ner’s estate to the insurance proceeds; 
it being provided therein that such pro- 
ceeds be paid by the trustee directly to 
the trustor’s widow or other beneficiar- 
ies. 

“The trust agreements provided that 
the partners also deposit thereunder mu- 
tual releases of their respective interests 
in the partnership. Counsel advised that 
these releases were invalid; there not 
being a sufficient delivery to pass title, 
for the reason that one partner, in the 
event he survives the other partner, was 
entitled by the terms of the trust agree- 
ment to receive back his deposited re- 
lease (Kenny v. Parks, 125 Cal. 146, and 
Long v. Ryan 166 Cal. 442). 

“When giving their opinion, however, 
Counsel stated that they did not mean to 
infer that the object attempted by the 
trust agreements we then had on file 
could not be accomplished in a somewhat 
different manner. They spent a great 
deal of time and effort in trying to re- 
shape one of the trust agreements to con- 
form to the legal requirements. The re- 
sult was a twenty-six page instrument, 
which they thought would cover every 
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contingency imaginable. We had num- 
erous conferences with them and with 
some recognized insurance analysts of 
this locality. These discussions brought 
forth many administrative problems that 
we felt we were unable, or unwilling, to 
cope with. So it was decided not to ac- 
cept, in future, any such agreements 
and to cancel by mutual consent those 
we then had, which was done.” 


Earn Underwriters’ Confidence 


ET us return to the means by 

which trust companies desirous of 
accepting partnership purchase agree- 
ment trusteeships may increase their 
value by securing wills and testamen- 
tary trusts. 


Since most of this business is origin- 
ated by the activities of life underwri- 
ters, it is necessary for the trust officer 
who is to assist in the completion of 
these agreements to have the confidence 
of the life underwriters who patronize 
his institution, to such an extent that 
he will be admitted early into the con- 
ference with the partners and their 
counsel. If the trust officer is suffic- 
iently informed, he can make himself 
very valuable to the life underwriter 
by carrying for him the burden of his 
sales effort in pointing out in an advis- 
ory capacity the desirability of avoid- 
ing the uncertainties resulting from the 
death of a partner where no purchase 
agreement exists. The same identical 
reasons detailed by the life underwri- 
ter constitute sales talk, but when 
pointed out by a trust officer they par- 
take of the character of business ad- 
vice given from a background of ad- 
ministrative experience. 


Alert underwriters will recognize the 
advantage of putting a properly in- 
formed trust officer in a position to 
make these recommendations, but my 
conversations with underwriters have 
indicated that the number of trust offi- 
cers who have been willing to familiar- 
ize themselves sufficiently with the sub- 
ject of business insurance to make a 
strong appearance in a conference are 
relatively limited, and therefore the un- 
derwriter has a tendency to keep the 
prospect and the trust officer apart 
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until the insurance has been secured 
and the details of the agreement have 
been decided upon by the underwriter 
and his prospect. 


This is unfortunate, because if for 
administrative reasons the trust officer 
is obliged to inject new ideas, it puts 
him in the position before the partners 
of taking an obstructive attitude, and 
this has the result of further increas- 
ing the tendency of the underwriter <o 
stay aloof from contact with the trust 
officer until the instrument has already 
been drawn. Only a careful cultivation 
of the confidence of underwriters by 
trust officers familiar with their sales 
problems will correct this situation. 


NOW AVAILABLE 


1942 TAK DIGEST 
and MANUAL 


FOR INDIVIDUALS 


Containing new tax rates, explanation of new 
“Victory Tax’’ and other important changes, 
with check-list of inclusions, exclusions, deduc- 
tions, non-deductibles, and approved depreciation 
rates. 


Distributed by Trust Departments and 
publicity directors of progressive banks— 
by mail—over the counter—and with state- 
ments—this and its companion folder 
“Digest of Important Changes in Federal 
Taxes’’ are blazing new trails in financial 
advertising and informational service. 


Available in convenient mailing and pocket 
size. Twelve pages including YOUR 
BANK IMPRINT on title page. End-of- 
the-year distribution is most effective. 


Also available for quantity distribution to 
employees and others is new “‘Victory Tax 
Aid,’”’ a chart and explanation of this new 
1943 tax requirement. 


Write for samples and prices. 
TAX PUBLICATIONS COMPANY 


53 State Street Boston, Mass. 





Merits and Alternative 


VEN where it is frankly assumed 

that the chief value of this type 
of business to the trust company is the 
corollary business, there should still 
be as great an effort as possible to min- 
imize the dangers of unprofitable ex- 
perience with the purchase agreements 
themsleves. A partnership which is 
not willing to pay a setting-up fee equal 
to the actual cost of putting the trust 
in the files, and which is not willing 
to pay an annual fee equal to the cost 
of holding the trust instrument and the 
policies in the files, including the cost 
of the trust company’s own periodic 
audit of trust res and the cost of the 
bank examiner’s audit, is probably not 
sufficiently sold on the idea of the pur- 
chase agreement so that the insurance 
policies will remain in force during 
periods of declining profits when firms 
throw overboard those items of expense 
which they value least. 


Often the relatively small partnership 
interest can be satisfactorily passed by 
a clause in the wills of the partners di- 
recting their executors to carry out the 
terms of a purchase and sale agreement 
entered into by the partners with no 
trustee employed. This purchase and 
sale agreement should be incorporated 
by reference in the wills, where this 
procedure is permitted under the state 
law, and both the agreements and the 
wills should be consented to by the 
wives of married partners. The pre- 
caution of having the wives advised by 
counsel as to the effect of their actions, 
and the endorsement of the fact of such 
advice on the margin of the agreement 
over counsel’s signature, strengthen 
the situation. While this is not an 
ideal way of handling a partnership 
purchase agreement, in cases where 
small values are involved it will usual- 
ly be found sufficient, and it is better 
for the trust company to suggest this 
helpful procedure than to turn the bus- 
iness down without showing the under- 
writer and his prospect a way out. 


Reasons for Trustee 


T goes without saying that where 
values are large and situations are 
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correspondingly difficult, a trusteeship 
with authority to the trustee to enforce 
the terms of the agreement is far pre- 
ferable. There are two principal argu- 
ments to use with the partners, and to 
point out to the underwriters, for creat- 
ing the corollary business from which 
the trust company is to get its main 
compensation. 

In the first place, it should be pointed 
out that the creation of a water-tight 
purchase agreement is difficult at best, 
and that success is best assured if there 
will be harmonious agreement at the 
death of one of the partners to carry 
out the spirit as well as the letter of 
the trust. If the same institution which 
acts as trustee is also executor of the 
estate of the deceased partner, there is 
an avoidance of injecting another per- 
sonality, with the possibility of develop- 
ing a hostile attitude toward the com- 
plete fulfillment of the agreement. 

Another basic argument for securing 
the corollary business is that the pro- 
ceeds received from the sale of the 
partnership interest can be integrated 
with the general estate of the deceased 
partner, and the same discretionary 
powers given to the trustee in the han- 
dling of the general estate can be ex- 
tended to the proceeds from the sale 
of the partnership interest, if the trust 
company which acts as trustee is named 
in the will. 

But it cannot be too strongly em- 
phasized that the first step toward the 
securing of wills and testamentary 
trusts in connection with the acceptance 
of partnership purchase agreement 
trusteeships begins with the knowledge 
on the part of the trust officer of the 
problems involved, and his cultivation of 
the underwriters with this type of busi- 
ness to influence, until they regard it as 
profitable for them to admit the trust 
officer early into the negotiations. 

If a large volume of this type of busi- 
ness can be secured, it is possible that 
it may prove not only profitable to trust 
institutions but a valuable service to 
the public for, as one of my Eastern 
correspondents wrote, “We find the 
number of these trusts is increasing 
and believe they fulfill a very desirable 
social and economic purpose.” 
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SING A SONG OF SIXPENCE— 


How to Readjust Approach and Simplify Practices 
to Serve the Greater Trust Market 


Report of discussion at December meeting of Trusts and Estates New Business Panel 


TW HE process of redistribution of 
wealth initiated by the depression 
and later incorporated as a specific 
social objective under the New Deal 
philosophies, is being accelerated by 
the costs of war. Inherited fortunes 
of great, even of considerable, size 
are being decimated by capital taxa- 
tion without any substantial replen- 
ishment, as those costs and other gov- 
ernmental expenses exceed our capac- 
ity to produce real wealth. But the 
inference that this state of affairs 
must continue after the war is not 
justified, even considering the carry- 
ing charges of the vast national debt, 
for the recuperative powers of our 
industrial plant must be considered, 
as well as evidences of a possible 
trend to economy in government ex- 
penditures and social experiments. 


It is impossible to predict a “conserva- 
tive revolution” after the war, nor is such 
prophecy necessary. What is necessary 
is a realization that the conditions for 
rebuilding private enterprise, productiv- 
ity and moderate wealth are not only 
possible but probable. One basic as- 
sumption must underlie any constructive 
planning and action in the trust field: 
that property will continue to be a major 
part of our economy. 


Meantime there is more than enough 
profitable potential fiduciary business to 
make up for the continuing decline in 
size of estates. Probate surveys show 
that while institutional trustees in some 
cities are receiving appointments in 75% 
of the estates inventoried at over $25,000 
net, in most cities they have been getting 
only 20 to 25 percent, which leaves a big 
market even after taking out estates un- 
der $50,000 and those not suitable for 
bank administration. Individual debt is 


being amortized or paid off in consider- 
able volume, and the newer modest es- 
tates promise to have a much higher 
ratio of net to gross than in the past, 
while many of the great fortunes of yes- 
terday are mortgaged up to- and beyond- 
the hilt. Obviously, resulting trusts will 
not be large enough to serve more than 
a single generation, to care for both life 
tenants and remainderman over an ex- 
tended period, or for profitable operation 
with all the “service” given to large 
funds. 


NEW set of standards is necessary, 

both in thinking and in practice, to 
estimate the prospects for profitable and 
adequate trust business during the war 
and for a few years after. “Five-and- 
dime” policies are not possible, but neith- 
er can trust companies survive on the 
basis of “exclusive shops’; a middle 
ground has to be found. A parallel is 
suggested with the automobile industry, 
which developed from the very few sales, _ 
at high prices, when cars were produced 
upon specification by small machine 
shops, to the huge volume, at prices to fit 
the masses, turned out on assembly lines. 
Expensive custom-built jobs were avail- 
able for those who could pay for their 
individual fancies, but the real profit 
came from the standard models which 
could be sold to fit the purse and needs 
of millions. 


And from the sales point of view, it 
was not necessary to give prospects an 
education in mechanics and metallurgy to 
convince them to buy a car, or even which 
car to buy. Imagine a salesman trying - 
to do business if every car he got in had 
a different chassis, clutch or carburetor. 
Or imagine how many people could afford 
to have one built according to their 
whims—and what sort of a contraption 
they would get (unless they were among 
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the top flight automotive engineers, in 
which case they would probably be an 
executive of one of the manufacturers). 
And how many would buy such a “pig- 
in-the-poke” when they could go around 
the corner and see one all assembled for 
a fraction of that price. 


Yet that is exactly what the public is 
expected to do to get trust service. Few 
are sophisticated enough to know what 
they want or how to buy trust services, 
but many of moderate means are per- 
plexed about their investments and what 
will happen to their families under their 
present set-up. Many of these people 
thought the investment trust would be 
the answer, but were disillusioned by ir- 
responsible groups in that field. Stable, 
experienced management for living 
trusts or management accounts, if they 
could be provided on a standard basis, 
easy to explain and semi-automatic in ad- 
ministration, would serve a widespread 
need of the only market which can now 
support corporate fiduciaries. With the 
existing shortage of new business per- 
sonnel, such simplified practice, using 
where possible the common trust fund, 
would have another great advantage in 
making unnecessary much of the time 
and expense taken up in solicitation, and 
beneficiary or trustor interviews and ser- 
vicing, and open the door to the estate 
planning by which estates could be put 
into shape for economical administra- 
tion. 


If some such action is not taken to 
make trust service easily understandable 
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to the new strata that have the bulk of 
the nation’s personal wealth (mindful of 
those new security holders—war bond 
buyers), the volume of new business will 
suffer doubly, since it will take two ac- 
counts to fill the gap left by the larger 
ones that are being distributed or broken 
up. So long as only custom-built, highly 
technical and complicated instruments 
and functions are offered, there will be 
few who will take the time to study them 
or pay the fees needed to operate under 
them. Mere announcements in advertis- 
ing space will be waste motion since there 
is not the staff necessary for follow- 
through, and the erroneous conclusion 
will be drawn that there is no market for 
trusteeship. The market is there, but it 
is a different one, and requires a new 
approach marked by offers of specific ser- 
vices for the middle classes. 


Tax Digest Goes Over 


The unprecedented demand for copies of 
Tax Publications Co.’s “Digest” of impor- 
tant changes in Federal taxes made by the 
1942 revenue act testifies to two facts: one, 
that the banks which have purchased them 
for distribution to customers and prospects 
recognize the public’s tremendously in- 
creased interest in taxes; two, that this par- 
ticular “Digest” fills the need for a simple 
and concise summary. The ten-page leafflet 
covers the individual and corporation income 
taxes, estate, gift and social security taxes. 
Tables present the picture at a glance. 
There is space on the front and back covers 
for the bank’s signature or other message. 
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TRUST NEW BUSINESS COLUMN 


CIENCE is mobilizing—as we have 
read—for peace. Industry is plan- 
ning for peace. Not to the exclusion of 
the job at hand, but in a left-handed way, 
fully aware of what its right hand is 
doing, the one supplementing the other. 


Lest industry should lag in postwar 
planning, one branch of industry hurls 
challenges at the other. So, Henry J. 
Kaiser (‘lusty shipbuilder, he” as Time 
might say) has lately taunted the auto 
manufacturers; and a spokesman for the 
automotive industry has replied, that the 
wonders Mr. Kaiser envisages are im- 
practicable but the industry is alert, 
thank you, and some eminently market- 
able models will emrge from the produc- 
tion lines soon after the last tank has 
been delivered to the last lessee. 


Not a little goggle-eyed, we read the 
advertisement of research-wise manu- 
facturers, hinting of miracles — blue- 
printed, labelled and filed—in radio, plas- 
tics, synthetics, alloys, plywoods, chem- 
istry, aviation. We will need little urge 
to spend to avert inflation in the after- 
the-war; the itch is already on us. 

In considering the merits of a common 
stock as an investment we would be sure 
to ask today: “What is the research 
policy of the company? Is it equipped— 
materially and mentally—to meet the 
competition of faster, better processes 
and new products?” 


RUST business is no different from 

other business: it must give satisfac- 
tion; it must pay dividends; it may not 
merely look ahead but must, like any 
other business, with “plans and speci- 
fications” project its future. 

To this New Business section we would 
like to give something of the character 
of a research laboratory. During the 
next year we plan to have articles deal- 
ing with extensions of trust business, 
with new services, with improvements of 
procedure that go to improve service, 
with sales methods and _ promotional 
ideas; and to these this column will per- 
form the functions of a commentary, 
highlighting whatever may seem note- 
worthy. 


A laboratory is essentially a testing 
place, a place where the rule of trial-and- 
error reigns—and almost anything can 
happen. Manpower is needed, and ma- 
terials to work with. 

So, supplying both, will you tell us: 
what have you done, what do you pro- 
pose to do with pension trusts, for ex- 
ample; with stock purchase plans and 
business insurance; with common trust 
funds; with pulling estate planning down 
from the clouds (as Ben Franklin did 
with electricity) and putting it to work; 
with management agencies and trusts; 
and—over all—with the problem of ad- 
justing static principles of trust invest- 
ment to a galloping economy? These are 
some of the ingredients of the new pro- 
ducts and new processes that will keep — 
trust business alive. , 

Write us articles, write us letters. If 
you don’t feel constructive, give us some 
destruction. Half the fun in a labora- 
tory is blowing things up. Be anything 
but a bystander. There is a job to be 
done—or Mr. Kaiser, brandishing a sheaf 
of keels, will be after us! 


Streamlined Meeting for A. I. B. 


The American Institute of Banking will 
hold a one and a half day annual meeting 
in Chicago next June, according to a recent 
announcement by David E. Simms, national 
president of the Institute, who is acting 
assistant manager of the Salt Lake City 
branch of the Federal Reserve Bank of San 
Francisco. This 41st annual convention of 
the Institute will be held June 9-10. Mr. 
Simms stated that the convention will be 
in the nature of a streamlined meeting held 
to transact essential business of the Insti- 
tute and to elect officers. Each chapter and 
study group has been requested to limit its 
representation to a single delegate clothed 
with full authority to cast the number of 
votes to which the chapter or study group 
is entitled. 

The general outline of the convention pro- 
gram calls for a single business session, a 
chapter administration conference, an edu- 
cational conference, the holding of the na- 
tional public speaking contest, and election 
of officers. 
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In Chicago 
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of an out-of-town trust 
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Monroe Street, east of LaSalle 


Your inquiries are always 
cordially welcomed. 
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Organized as N. W. Harris & Co. 1882. Incorporated 1907 
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BUSINESS AND LIFE INSURANCE TRUSTS. 


Considerations from Drafting and Taxation Angles 


JOSEPH McCORMACK 
Member of the Chicago Bar 


The following article is condensed from a paper prepared for 
the Committee on Non-Testamentary Dispositions of Property, of the 
American Bar Association’s Section of Real Property, Probate and Trust 


Law, of which Mr. McCormack is a member. 


first time.—Editor’s Note. 


SSUMING that the interposition of 

a trustee in a business insurance 
agreement is preferable to having the 
insurance proceeds paid directly to 
beneficiaries, and that a corporate trus- 
tee is preferred to an individual, there 
are many important provisions of such 
an agreement to be considered. While 
the effect of taxation is of great and 
growing importance, other points, usu- 
ally passed over as a matter of course 
in printed forms some years ago, are 
now given a great deal of thought. For 
instance, who will pay the premiums? 
Who will “take out” the insurance? To 
whom will delivery be made of the stock 
of the person dying? Under the pres- 
ent income tax law, if the stock is to 
be delivered to the company to be put 
in its treasury, a tax question may arise 
in the event of a sale of other stock, or 
a liquidation, prior to the occurrence of 
radical changes in the financial stand- 


It is here published for the 


ing of the company, because with fewer 
shares of stock outstanding, each share 
will presumably be worth more, and the 
taxable “profit” of the stockholder may 
be proportionately greater, depending 
upon whether the insurance money is 
permitted to be added to the cost basis. 
However, this point is so largely spec- 
ulative that the advantages to those 
concerned may outweigh the hypothe- 
tical possibilities of increased income 
taxes. 

A more immediately s serious question 
may arise in some states as to the right 
of a corporation to purchase its own 
stock. Most states would require that 
the corporation possess a surplus suffic- 
ient to make the purchase without de- 
pleting its capital stock. But it is al- 
ways possible that a surplus at the time 
of making the agreement may vanish, 
and it has been held in New York that 
an ordinary repurchase contract, rest- 
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ing only upon mutual promises, was 
unenforceable because of the mere pos- 
sibility that the corporation might not 
have been able to fulfill its promise 
without violating the law. However, 
in a later case the Court of Appeals held 
a repurchase contract enforceable 
where the corporation had a sufficient 
surplus at the time the contract was 
made, and the contract had been par- 
tially performed through the delivery of 
the stock by the plaintiff and part pay- 
ment by the corporation, although at 
the time of the suit the corporation had 
insufficient assets to pay all claims 
against it. 

It has been contended that the pur- 
chase by a corporation of the shares 
of a decedent might be held to consti- 
tute a taxable liquidating dividend to 
the estate of the owner of the stock be- 
ing surrendered, but in all cases known 
to the writer, the transaction has been 
regarded as a sale by the estate. 


Payment of Premium by Corporation 


O avoid legal questions, such as 

whether a business insurance trust 
rests upon mere mutual promises or is 
partially executed, it was coming to be 
considered better practice in some 
states to have the individual stockhol- 
ders agree to make the purchase and 
also pay the premiums on the insurance. 
The corporation would not in such a 
case draw upon its assets for the pay- 
ment of premiums, and additional ques- 
tions as to whether the cash surrender 
value of the policies could be considered 
as an asset for the payment of creditors 
would be avoided. However, with both 
corporate and individual income taxes 
now soaring, and both being payable 
on corporate receipts disbursed as div- 
idends, it may prove desirable to take 
what chances there may be from legal 
technicalities and save one tax by hav- 
ing the corporation pay the premium 
and own the policies, without charging 
the premiums to the individual accounts 
of the stockholders. 

Indeed, in spite of the legal technical- 
ities which have been urged elsewhere, 
so-called Corporation Insurance Trust 
Agreements, where the corporation pays 
the premiums and receives the stock of 


TRUSTS and ESTATES—December 1942 


a deceased stockholder, are in general 
use in many states. In these agreements, 
the proceeds of the insurance are ordin- 
arily delivered by the Trustee to the 
executor of the estate of the deceased 
stockholder, the proceeds constituting 
the whole or a large part of the selling 
price of the stock. Under this plan the 
estate at the time of death includes 
the stock but not the insurance, and it 
is taxed on the price received for the 
stock. This is substantially the case 
even under a few decisions which vary 
somewhat the method of valuation or 
taxation. 

If the premiums are paid by the cor- 
poration, they do not, in general, con- 
stitute expenses allowable to it under 
the federal income tax law. However, 
this, which appears to many smaller 
business men as somewhat unjust, may 
be considered to be more than over- 
balanced by the advantage in having 
the proceeds of the policies received 
free of income tax. If the premiums 
are paid on the lives of officer—or em- 
ployee—stockholders, and the amounts 
added to regular salaries appear to be 
reasonable compensation for services, 
and the corporation is in no sense bene- 
ficially interested in the policies, a de- 
duction may be made, but the amounts 
must be returned as income by the 
stockholders, whereas they need not be 
if a deduction is not sought by the cor- 
poration. 

If the proceeds be paid to the cor- 
poration to be expended by it through 
due corporate action in purchasing the 
stock, its assets will be increased there- 
by, and consequently also the value of 
the decedent’s stock and the taxes there- 
on. Furthermore, the corporate dis- 
tribution of the insurance proceeds 
would likely be held to constitute a div- 
idend to the surviving stockholders, and 
in consequence taxable. 


Who Should Take Out Insurance? 


BVIOUSLY the insured himself 

should not take out the insurance 
under the present estate and income 
tax law. Neither should he own the 
policies or possess any of the incidents 
of ownership. Nor should he pay the 
premiums, either directly or indirectly. 
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(A corporation paying premiums and 
charging them to the accounts of its 
insured officers might be held to be a 
mere agent for the indirect payment by 
the officers.) In most cases the party 
who is to own the policy and pay the 
premiums should take it out. This is 
particularly true if danger be antici- 
pated from accepting an assignment of 
an existing policy. For, if the assign- 
ment be for a valuable consideration, 
as the Treasury would doubtless con- 
tend, someone may have to pay a rather 
large income tax on the so-called profit 
between the amount received from the 
insurance company and the aggregate 
of the amounts paid or credited for the 
assignment of the policy and for prem- 
iums subsequently paid by the assignee. 


The practice of having one stockhol- 
der take out insurance on the life of 
the other and pay the current prem- 
iums thereon has found favor in recent 
years, partly because of the wording of 
the income and estate tax law and part- 
ly because of the greater degree of fair- 
ness insofar as the amounts of the 
premiums are concerned, it being un- 
usual that the ages, premiums and 
amounts of insurance be the same in 
the case of two or more stockholders. 
If the survivor of two is to get the 
benefit of insurance on the life of the 
other through facilitating his purchase 
of the decedent’s stock, it is conceived 
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to be only right that he should pay the 
premiums on the other’s insurance. 


Valuation and Adjustments 


EGARDED by many as the greatest 

advantage of insurance trust agree- 
ments is a provision for valuing the 
stock of the decedent. In many in- 
stances the valuation of the decedent’s 
stock will be in excess of the amount 
of insurance proceeds received, and to 
cover such a contingency the agree- 
ment should provide with specific de- 
tail, for the payment of the difference 
in cash or by notes to the estate secured 
by some of the stock. 


Arbitration is generally provided for 
to insure a prompt fixing of the amounts 
of the modifications or adjustments re- 
ferred to in the valuation. Among the 
adjustments will be a certain propor- 
tion of the total net premium deposits . 
upon the insurance policies subject to 
the agreement, and in some cases the 
agreement will call for the delivery to 
the estate of the premiums paid by the 
deceased upon the lives of the other 
stockholders, or a proper portion of the 
cash surrender value of the others’ pol- 
icies. It might well be argued, however, 
that the estate should be repaid ex- 
actly what it cost to acquire the in- 
terest in the other policies, viz., the 
premiums themselves. The survivors 
can then continue paying the premiums 
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on the insurance on their own lives, 
making appropriate adjustments be- 
tween themselves. The agreement would 
be considered terminated. 

A tax question may arise, if, instead 
of each of the surviving insured stock- 
holders accepting from the estate the 
policy on his own life theretofore taken 
out and owned by the decedent, the 
plan of stock purchasing, with policies 
on an insured’s life owned by other 
stockholders, be continued until subse- 
quent deaths among the stockholders, 
for the transfer of the policies from the 
decedent’s estate will have been for a 
valuable consideration and the pro- 
ceeds, when collected, will be subject 
to income taxation, with the sole ex- 
ception of where the transfer was to the 
insured himself. To avoid this difficul- 
ty, some authorities advocate having the 
trustee take out and retain legal owner- 
ship of the policies, thus eliminating, 
when a stockholder dies, transfers of 
legal ownership of the policies on the 
lives of the survivors. The agreement 


simply continues in effect by its terms, 
with the trustee holding the policies un- 


disturbed. 

In addition to the moral certainty in 
the mind of the person dying as to the 
price which will be paid for his stock, 
there is the advantage that this same 
price will usually be accepted by the 
taxing authorities, and thus much addi- 
tional controversy and possibly expens- 
ive litigation avoided. 


Miscellaneous Provisions 


FTEN an insured stockholder will 

have a strong preference for a form 
of optional settlement of the insurance 
proceeds rather than have the entire 
face value of the policies paid in a lump 
sum to his estate. This will introduce 
involvements, both legal and adminis- 
trative, but can be accomplished with 
the cooperation of the insurance com- 
panies, especially where a corporate 
trustee is used. The rights of creditors 
of the decedent must be preserved; yet 
this arrangement would remove both 
the stock and insurance from the assets 
of the estate, and therefore become vul- 
nerable to attack. Perhaps the best 
plan is to name the trustee as principal 
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beneficiary and the individuals as con- 
tingent beneficiaries who would take 
only upon the giving of a release by the 
trustee. The trust agreement could pro- 
vide that such release would be given 
after the transfer of the stock and after 
receipt of a release from the executor 
of the estate. But ordinarily some of 
the steps in completing the transaction 
would have to await the closing of the 
estate, or at least the termination of the 
period for filing claims. 


Generally, a stockholder is accorded 
the right to sell his stock during his 
lifetime, usually on condition that he 
give the corporation and the other 
stockholders an opportunity to pur- 
chase at a price to be ascertained on 
the date of sale in the same way as if 
he had died on that date. Likewise, the 
option to purchase the insurance on his 
life should be reserved to a retiring 
stockholder. 

The agreements also ordinarily pro- 
vide for their termination or amend- 
ment by unanimous consent, for their 
termination by dissolution or insolvency 
of the corporation, by the simultaneous 
death of all of the stockholders, by 
lapse without value of all policies of in- 
surance deposited with the trustee, and 
by the sale by any stockholder of all 
of his stock in the corporation. 

“Key-man insurance,” payable to a 
corporation or business on the death of 
one of its most active or valuable man- 
agers, has no connection with stock 
purchase insurance. If both are pres- 
ent in the same corporation, care should 
be taken in the insurance trust agree- 
ment and also in the minute book of the 
corporation, lest the:receipt by the 
corporation of a large indemnity in- 
crease the value of the stock and the 
price to be paid for the shares of the 
decedent. From one viewpoint, the 
stock may have a higher value, because 
of the increase in the cash assets, but 
within the management membership, 
and if the value is to be determined for 
the keyman’s heirs, the stock should 
be regarded as worth no more than 
before, because the insurance moneys 
merely replace the loss of the individ- 
ual to the corporation. If the proper 
recitals are made in the corporation’s 
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minutes when the “key-man insurance” 
is taken out, the taxing authorities may 
have to accept as the value of the stock 
the price at which it was in effect sold 
by the estate. 


Personal Life Insurance Trusts 


F the non-business insurance trusts 
QO of which a bank is trustee, there 
are two principal types, the simple or 
unfunded, where during the lifetime of 
the insured the bank merely holds the 
policies, and the funded, where in ad- 
dition to the policies the bank holds in 
the same trust a number of securities, 
the income from which is to be used to 
pay the premiums on the policies. 

Most authorities agree that, in the 
latter type, attempts will be made to 
have the proceeds declared subject to 
the estate tax on the ground that the 
premiums were paid indirectly by the 
insured. It is doubtful that for tax 
purposes the trust would be regarded 
as an entity separate and distinct from 
the insured, regardless of the prior 
payment of the gift tax. An interest- 
ing view is, however, expressed in one 
case, Helvering v. Reybine, 83 F. (2d) 
215, that since, in an_ irrevocable, 
funded trust, the securities really be- 
long to the beneficiaries, it is they and 
not the insured who pay the premiums. 

How to avoid the vise-like constric- 
tions around the otherwise economical- 
ly desirable funded insurance trust? 
Many wives and children are creating 
such trusts by depositing insurance 
policies taken out by them on the lives 
of husbands or fathers, together with 
securities, which may have been given 
them outright by the insured. It is ad- 
visable that the trust agreement, if it 
is to be irrevocable to obtain tax ad- 
vantages, specifically provide that no 


part of the income from the securities’ 


shall return to the creator of the trust 
either before or after the death of the 
insured—when no more premiums will 
be payable—in order to avoid the appli- 
cation of Section 167(a) (1) and (2) 
which would render the income taxable 
to the grantor. The trust instrument 
should also accord to the trustee ex- 
press power to exercise, in its discre- 
tion, conversion rights under the poli- 
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cies, in order to prevent the utter im- 
mobility now being suffered by some 
funded insurance trusts created prior 
to the various recent changes in the 
law and Regulations. It should also be 
provided that the trustee may purchase 
property from the insured’s estate, in 
order to put the estate in funds to meet 
death taxes and administration ex- 
penses. 

If it be desired not to take the 
chances inherent in an_ irrevocable 
trust, and yet to afford the insured hus- 
band or father almost complete assur- 
ance that the cash proceeds will after 
his death be available to meet taxes, 
administration expenses and claims 
against his estate, without being taxed 
as part of the estate, the wife or chil- 
dren may adopt a plan of comparative- 
ly recent origin, by which a trust is 
created, revocable until the death of 
the insured and irrevocable from that 
time forward. The insurance policies 
can be taken out by the wife and then 
transferred by absolute assignment to 
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the bank, with the right reserved to the 
wife during the lifetime of the wife and 
the insured to direct the trustee in the 
exercise of the rights and privileges 
which passed by the assignment. The 
insurance is thus not immobilized in 
form, and in case of the death of the 
wife prior to that of the insured, the 
ownership of the insurance will be in 
the trustee not in the estate of the 
wife, thus avoiding certain tax and 
other possible complications, the “inci- 
dents of ownership” and “payment of 
premiums” rules not applying to the 
wife because she is not the insured. 
The trust agreement may provide for a 
distribution, after the death of the in- 
sured, of surplus proceeds in accord- 
ance with provisions paralleling those 
of his will. During the life of the in- 
sured, the premiums should, of course, 
be paid by some one other than him. 


Taxable as Retaining Life Interest? 


VARIANT of the foregoing is the 
creation of an insurance trust by 
the wife, irrevocable except during the 
lifetime of the insured, with income 
from the insurance proceeds reserved 
to the wife for her life, the principal 
to be divided, at her death, among her 
children. The provisions of the gift 
tax law would doubtless apply to the 
remainder interest becoming vested in 
the children at the moment the trust 
became irrevocable. But at the wife’s 
death, would the government take the 
position that the principal of the trust 
should be included in her estate under 
the provisions of Section 811(c) of the 
Code which includes in the gross estate 
all property of which a decedent has 
made a transfer in trust under which 
he has retained for his life the income 
from the property? 
As to valuation for the gift 


‘tax, 
Regulations promulgated in 1936, the 


replacement cost of insurance con- 
tracts instead of cash surrender value 
is adopted as the basis for assessing the 
gift tax. This provision has been up- 
held by the Supreme Court in its ap- 
plication to single premium policies. 
(Guggenheim v. Rasquin, United States 
v. Ryerson, and Powers v. Commission- 
er). Perhaps more applicable to the 
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present question would be the following 
provision of the Regulations: “As val- 
uation through sale of comparable con- 
tracts is not readily ascertainable when 
the gift is of a contract which has been 
in force for some time and on which fur- 
ther premium payments are to be made, 
the value may be approximated .. . by 
adding to the interpolated terminal re- 
serve at the date of the gift the pro- 
portionate part of the gross premium 
last paid before the date of the gift 
which covers the period extending beyond 
that date.” The validity of the 1936 
Regulations prescribing replacement or 
reserve value, in their application to 
annual premium contracts, has _ been 
questioned in view of the language used 
by the Supreme Court in the cases men- 
tioned, the opinion in the Guggenheim 
case by implication approving the fixing 
of the cash surrender value as the basis 
for annual premium contracts. How- 
ever, in a newly issued annual payment 
policy the cash surrender value, the re- 
placement value and the reserve value 
are each substantially less than the face 
value, so that if any of the three meth- 
ods be used to determine the value of the 
policy referred to at the moment of the 
husband’s death, it is not outside the 
limits of probability that the Treasury 
would be dissatisfied and seek a new 
basis. 


Taxation of Annuities 


ERHAPS the most surprising prin- 

ciple of law to be found generally in 
decided cases is the practically uniform 
holding that annuity contracts, even 
those where a principal sum is payable 
at death, do not constitute insurance at 
all, and therefore the $40,000 insurance 
estate exemption in Section 811(g) of 
the Code (now eliminated) could not be 
availed of. 

Two leading and well-considered cases, 
Chemical Bank and Trust Company and 
Schultz, in 37 and 38 B. T. A. respective- 
ly, hold that where no right to change 
the beneficiary was reserved, the com- 
muted value of annuities payable to a 
beneficiary after the death of the first 
annuitant should not be included in the 
estate of the first annuitant. The former 
of the two cases distinguishes Guaranty 
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Trust Co. Exr. in 16 B. T. A. on the 
ground that in that case the annuity 
contracts were revocable at the pleasure 
of the purchaser and were “essentially 
equivalent to revocable trusts,” whereas 
the contracts in the Chemical Bank case 
were held to be equivalent to irrevocable 
trusts, the purchaser or first annuitant 
having at the time of death no power 
over them, in consequence of which 
nothing passed from him. 

How far the doctrine of the Chemical 
Bank and Schultz cases will be followed 
is questionable. The recent case of Cora 
C. Reynolds in 45 B. T. A. holds that 
the transfer to an irrevocable trust by 
the annuitant of two policies issued with 
her annuity and payable at death was 
ineffectual to escape the provisions of 
Section 811(c) of the Code taxing trans- 
fers intended to take effect in possession 
or enjoyment at or after death. The 
trust is disposed of as if it were non- 
existent, the opinion saying, “The fiduc- 
iary, however, does no more than repre- 
sent and act for the ultimate beneficiar- 
ies.” (The same as in most trusts, may 
it not be remarked?) The trust was 
irrevocable, says the Board, but that is 
no different than if direct irrevocable 
beneficiaries were named in the policy 
and all incidents of ownership surrend- 
ered. (Formerly the ground for not 
including the insurance in the estate.) 
Much the same reasoning and result are 
found in the Hughes case in 44 B. T. A. 
where rights to subsequent annuities ir- 
revocably vested in children of the dece- 
dent in 1928 were overridden after her 
death in 1935 by the statement that 
though the decedent created the rights 
well enough, the possession and enjoy- 
ment of the property (the subsequent 
annuities) did not take effect before she 
died. 


Facing the Trend 


TTEMPTS to clear a path which will 
lead to a definite foreseeable result 
in the future are almost bound to result 


in bewilderment. It is, however, pos- 
sible to discern a trend. That trend 
appears, whether because of the increas- 
ing needs of the government for revenue 
or because of the growth of certain new 
concepts, to lead toward a determination 
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to ignore or over-ride traditional meth- 
ods of conveyancing by which rights 
were thought to be firmly fixed, and en- 
titled to enforcement by the courts. 
Carried a step or so farther, annual 
premiums paid to an insurance company 
on ordinary life insurance could be desig- 
nated as transfers in contemplation of 
or intended to take effect in possession 
or enjoyment at or after death, notwith- 
standing the cases holding against the 
classification of life insurance as a sub- 
stitute for a testamentary transfer. Of 
course, such action would be extremely 
improbable because of the widespread 
and general regard for insurance as 
something essentially different from 
property or money, and requiring spec- 
ific provisions in the law in order to 
bring it within the scope of sections 
which apparently refer to property in 
general. 

Whittling down by courts of long- . 
accepted property law in reliance upon 
which thousands of perfectly legitimate, 
and even praiseworthy, transactions have 
been consummated and rights created— 
which in some instances cannot be 
changed—certainly is not the answer to 
isolated striking abuses. Lawyers and 
their clients should have a greater de- 
gree of knowledge and assurance than is 
now possible, and perhaps the need in 
no field is greater than in insurance and 
annuities. Several comparatively recent 
court opinions appear to make light of 
what they term the “various niceties of 
the art of conveyancing or the law of 
contingent and vested remainders.” It 
may be unfortunate but it is neverthe- 
less a hard, solid fact which must be 
taken into account, that lawyers and 
clients in entering upon a transaction 
are absolutely bound by those “various 
niceties” and “the law of contingent and 
vested remainders.” At that time, the 
provisions and phrases are essential and 
constitute the substance of the transac- 
tion, not mere frills. 


Joseph Earl Perry was elected president 
of the National Association of Supervisors 
of State Banks at that group’s annual meet- 
ing in Philadelphia last month. Mr. Perry 
is Commissioner of Banks for Massachu- 
setts. 
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but NO CHANGE in service 


Effective January 1, 1943, the name NAMES OF OFFICES AND AFFILIATES 
ofthe First National Bank and Trust ; ; 
Company of Minneapolis will be —Each of the four First National 
changed to a shorter, simpler form offices in Minneapolis will oper- 


. . .FIRST NATIONAL BANK OF oe mine Pat get eral 
MINNEAPOLIS. ationa ankK O inneapolis. 


They will still be designated 


This change is made solely for sespectively os the Mala, Se. 


the sake of brevity and convenience. é 
It does not signify any curtailment oe — — Side, and 
of the bank’s services. The First eatin d — 
National’s Trust Department will There will be NO CHANGE in 
retain the same powers and perform the names of the four Minne- 
the very same services as before. All apolis banks that are affiliated 
other departments of the bank will with the First National. 
likewise continue to function with- 
out change or interruption. HISTORICAL NOTE 

No First National customer will It is interesting to note that, with 
be inconvenienced in any way. this change in title, the First Na- 
Checks, savings pass books, and tional resumes the name under 
other forms bearing the name of which it was established 78 years 
First National Bank and Trust ago, in December, 1864. ... In 
Company of Minneapolis will be fact as well as in name, this was 
honored just the same as if they the first national bank established 
bore the bank’s new, shorter name. in Minneapolis. 


From New Year's Day onward, it’s the 


First National Bank of Minneapolis 


Affiliated with First Bank Stock Corporation Member Federal Deposit ‘nsurance Corporation 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Director, Estate Analysis Company. New York City 


DON’T SPEND UNCLE SAM’S 
MONEY:- 


NLESS income taxes are placed on 
a pay-as-you-go basis, that portion 
of every taxpayer’s income to be taken 
by income taxes remains in his tempor- 
ary custody until he pays his taxes dur- 
ing the year following the receipt of 
such income. Each taxpayer is thus a 
trustee for Uncle Sam. The amount 
represented by the income tax belongs to 
Uncle Sam and not to the taxpayer, and 
unless this view is taken many taxpay- 
ers will find that they have unwittingly 
or carelessly spent somebody else’s 
money, with the result that they will be 
faced with an immediate debt and no 
funds with which to pay it. 
The taxpayer, acknowledging this 


trusteeship, must adopt the kind of fin- 
ancial policy which every custodian for 


others adopts. On January 1, 1943, he 
should make a careful calculation of the 
amount of income taxes which will be 
payable on his 1942 income. This might 
be done by filling out a tax return on the 
basis of preliminary figures. Beginning 
with January, one-twelfth of the total 
tax should be set aside by the taxpayer 
out of salary or other income received 
during each month. When March 15, 
1943, rolls around the taxpayer, after 
making an adjustment for one-half 
month, will have immediately available 
the funds with which to pay the first 
quarter of the 1942 tax. The remaining 
quarterly payments will be taken care of 
in the same manner. 

There are several methods which 
might be used to accomplish this “self- 
withholding” plan: 

(1) The taxpayer could direct his em- 
ployer to withhold from his salary each 
pay day the amount represented by the 
appropriate proportion of his income 
taxes; or 

(2) The taxpayer could invest in tax 
anticipation notes issued for this pur- 
pose by the Government; or 


(3) The taxpayer could deposit in a 
savings bank account the amounts that 
he himself takes out of his current in- 
come for this purpose. 


This will take care of the regular 
Federal income tax, plus the Victory Tax 
on income other than salary. The 5% 
Victory Tax on salary will automatically 
be withheld by employers commencing 
January 1, 1943. State income taxes, if 
any, should be funded in the manner des- 
cribed above. 


Still confronting the taxpayer is the 
tax on income received by him during 
the current year. To place his income 
tax on the soundest possible basis, the 
taxpayer should also regularly set aside 
in a separate account the proper propor- 
tion of the estimated tax on his 1943 
income. The amount of his salary and 
other income remaining in his hands 
after setting aside these amounts will 
constitute income which he may spend 
or otherwise save and invest. In this 
manner, by the end of 1943 he would be 
completely up-to-date on his income tax 
bills and out of debt to Uncle Sam. 


This latter process would be considered 
too severe by most taxpayers, hence the 
current agitation to have the Govern- 
ment either forgive one year’s income 
tax or have it deferred and payable 
in installments during some future years. 
If, however, people were possessed of 
sufficient strength of mind and financial 
ability they could solve this entire prob- 
lem for themselves without being sub- 
sidized by the Government. Whether or 
not the taxpayer goes all out and also 
funds the tax on his current year’s in- 
come, is at the moment immaterial. The 
main purpose here is that every taxpayer 
must fund his 1942 tax. 

Aside from the financial advantages 
to taxpayers, this self-funding plan is 
directly in keeping with the efforts of 
the Government to combat inflationary 
processes. Funds set aside out of income 
for purposes of paying the tax debt will 
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shrink consumer purchasing power in 
a manner perfectly acceptable to the 


Government. 
* * * 


CASH REQUIREMENTS OF AN 
ESTATE 


OLLOWING is a check list of some 
of the items which must be paid in 
cash upon the death of an individual: 
Federal and State estate and inheri- 
tance taxes 
Executors’ fees, attorneys’ fees and 
other administration expenses 
Unpaid income taxes covering previous 
year’s income 
Income taxes on current year’s income 
up to date of death 
Bank, brokerage and personal loans 
Unpaid bills and other obligations 
Expenses of final illness and burial 
Cash bequests under will 
If the estate owner would fill in the 
amounts opposite each item as it per- 
tains to his own estate, he might find 
the total somewhat startling. His life 
insurance underwriter, trust company or 
attorney could help him in making esti- 


mates of the cash requirements of his 
estate. 


The next step would be to estimate 
the amount of cash that will be avail- 
able to the executors at the time of 
death. We start with these items: 

Cash in banks in decedent’s sole name 

Cash from life insurance policies pay- 

able to, estate 

Redemption values of War Savings 

Bonds 

Accounts receivable immediately con- 

vertible to cash 
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If the estate owner compares the total 
available cash with the preceding total 
of cash requirements, he will quickly 
see that his estate will probably be con- 
fronted with what may be a serious 
problem of liquidation. Other than the 
above cash assets found in an estate will 
be assets of the type that must be sold 
in open market to secure further cash. 
Such a forced sale may be subject to 
destructive marketing factors. 

Sound financial and estate planning 
dictates that the difference between cash 
requirements of an estate and the avail- 
able cash that may be found in an estate 
should be underwritten through the 
mechanism of life insurance wherever 
possible. It is true that the cash short- 
age might be made up through building 
up over a period of time cash or its 
equivalent via a sinking fund, but the 
estate owner may not live long enough to 
accomplish his objective. Life insurance, 
if obtainable, guarantees the payment of 
a fixed amount of cash “at the exact 
moment of death.” Its position in this 
respect is unparalleled. 

(The opinions herein expressed by Mr. Koster 
are his own and not necessarily those of the Es- 


tate Analysis Company or Trusts and Estates 
Magazine.) 


Powers of Appointment 


ROLLIN BROWNE. 
1942. 


22 Trust Bulletin 2, Nov. 

This is a good analysis of the effects of 
the Revenue Act of 1942 upon the taxation 
of powers of appointment. Mr. Browne re- 
views the prior state of the law and the 
Treasury recommendations, and discusses 
the new classification of powers. 


The advisory and discussion panel, associated with the Magazine in devel- 


oping material for the Section of Estate Planning, is composed of Henry S. 


Koster, Director, Estate Analysis Company; Earl S. MacNeill, Trust Officer, 


Continental Bank and Trust Company; J. Seymour Montgomery, Jr., Member 
of the New York Bar; George S. Vrionis, President’s Field Staff, Phoenix Mutual 
Life Ins. Co.; all of New York City. The panel is not to be considered as neces- 


sarily endorsing the views expressed in any material appearing herein. 
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MEETING WAR TRUST PROBLEMS 


JOHN L. GRAY, JR. 
Root, Clark, Buckner & Ballantine, New York 


The following article is taken from a 32-page paper presented before 
the recent annual meeting of the Bank and Trust Company Law Section 


of the Connecticut Bar Association. 


Various phases of the subject have 


previously been discussed in Trusts and Estates; therefore only those 
portions of Mr. Gray’s excellent address which present new angles are 


published here.—Editor’s Note. 


ROBABLY the war will first make 

itself felt, so far as estates and trusts 
are concerned, in cases where sole or co- 
executors or trustees have gone into war 
service. In almost all cases this re- 
sults in the fiduciary being unable, 
through absence or the press of other 
work, to give any time or at least suffic- 
ient time to the administration of the 
estate or trust. Statutes designed to take 
care of this problem have been passed 
at least in England, Northern Ireland, 
British Columbia and Ontario and in 
Rhode Island, Pennsylvania, New Jersey 
and New York. 


[Mr. Gray then analyzed the provisions 
of the statutes in these jurisdictions. 
They were discussed in the September 
1942 issue of Trusts and Estates at page 
276. A model statute is outlined in the 
August issue at page 183.] 


While the New Jersey, New York and 
Pennsylvania statutes are more cumber- 
some than the English, Northern Irish 
and Canadian ones it seems to me that 
they do afford a measure of protection 
through requiring court action. Perhaps 
a good compromise is the Rhode Island 
statute, although it would seem advisable 
to provide expressly that the fiduciary 
who delegates is not entitled to commis- 
sions until he returns. 


No statute provides expressly for the 
not uncommon situation where someone 
other than the trustee is given invest- 
ment control by the terms of the will or 
trust agreement. If this person disap- 
pears the trustee could apply to the court 
for instructions and the court would 
probably hold that in the absence of the 
person having investment control the 
named trustee had authority to make 


investments in his discretion. And since 
the cases indicate that a person having 
investment control is in effect a trustee 
even though not named as such, relief 
might be obtained under the statutes just 
discussed. Probably a simpler and better 
solution would be a statute giving the 
named trustee full discretion where the 
person having investment control goes 
into war service. 

As to future wills and trusts, much 
can be done in their drafting which will 
avoid these problems, namely, provisions 
authorizing a majority of the fiduciaries 
to act, authorizing any fiduciary to dele- 
gate to the others, and authorizing any 
fiduciary to resign or permitting his re- 
moval by the beneficiaries and authoriz- 
ing the appointment of a successor. Of 
course, if there is a corporate co-fiduciary 
the simplest method would be a provision 
authorizing the individual fiduciary to 
delegate to it. 


Disappearance 


ROBABLY the second most impor- 

tant problem arising directly or in- 
directly from the war is that which 
occurs when a person engaged in war 
service disappears. The administration 
of his property and the support of his 
dependents must be arranged for, and 
the disposition of any trust income to 
which he would be entitled if living and 
any trust income or principal which may 
be payable to others on his death must 
be considered. [The former question 
was discussed in the August issue at 
page 281.] 

It is likely that a Court of Equity has 
inherent power, even in the absence of 
statute, to provide for the preservation 
of the property of and the support of 
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the dependents of missing persons. It 
may also be that a probate court, under 
a statute giving it general jurisdiction 
to probate wills of deceased persons and 
‘issue letters of administration on the 
estate of deceased persons, has power to 
probate the will of a person who has dis- 
appeared under circumstances which 
would indicate that he is dead, or, if he 
left no will, to issue letters of adminis- 
tration thereon, unless there are other 
provisions, such as a 7-year absence sta- 
tute, which would by implication deny 
this power until after 7 years’ absence 
if death cannot be proved beyond a rea- 
sonable doubt before that time. 


In any event, it seems advisable to 
cover these troublesome points by sta- 
tutory provisions in order to remove 
any question and to insert necessary safe- 
guards. 


It is possible that as a practical matter 
many of these problems could be avoided 
if each individual going into war service 
gave someone in whom he had confidence 
a general power of attorney to act for 
him, including power to make provision 
for the support of his wife and family. 
Of course, death revokes a power of at- 
torney automatically and it might be that 
if the principal disappeared third per- 
sons would refuse to act on the power 
of attorney. This last problem could be 
solved by a statutory provision permit- 
ting those in military service to appoint 
attorneys in fact and to confer upon them 
complete powers to handle and dispose of 
their property. Such statutes should con- 
tain provisions similar to the English, 
Northern Irish, Canadian and Rhode Is- 
land statutes to the effect that a third 
person may act in reliance upon any such 
power until he receives actual notice of 
the revocation of the power either by act 
of the principal or operation of law, and 
that a report to the effect that the prin- 
cipal is missing shall not constitute act- 
ual notice of the principal’s death unless 
the death has been determined by court 
order and the third person has received 
notice of the court order, and should fur- 
ther provide that the third person may 
rely upon a declaration of the attorney 
in fact to the effect that the principal at 
any particular date was in war service. 
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The statutes providing for the probate 
of wills or the issuance of letters of 
administration on the estates of persons 
who have disappeared under circum- 
stances leading to the belief that they are 
dead could be used as a model in draw- 
ing similar statutory provisions concern- 
ing the life tenant of a trust who dis- 
appears under the same type of circum- 
stances. 


As to the future, much can be done 
by inserting provisions in wills and trust 
agreements to the effect that if a person 
disappears and continues missing for a 
period of time, say, three months, then 
the trust agreement shall be administered 
as though that person had died until such 
time, if any, as it is definitely proved 
that he is still living. Where the rule 
against perpetuities permits, it would 
seem advisable to provide that principal 
shall not be distributed to the remainder- 
man for a considerably longer period, 
say two or three years after the disap- 
pearance of the life tenant, the income 
in the meantime to be paid to the re- 
mainderman. 


Soldiers’ and Sailors’ Civil Relief Act 


ENERALLY speaking, this Act 

makes it impossible to finally close 
an estate or trust during the war as to 
any beneficiaries who are in military ser- 
vice and who do not voluntarily appear in 
the accounting proceeding. 


The effect of its provisions on the ad- 
ministration of estates and trusts can 
easily be seen. If the fiduciary wishes 
to have the instrument construed or his 
account judicially settled, and if there 
are any beneficiaries who are in military 
service and who do not voluntarily ap- 
pear, it will be necessary to have an 
attorney appointed to represent them and 
the Court may stay the action or the 
entry or enforcement of the judgment. 
And even if the judgment is entered, 
the person in military service can move 
to open it up after he leaves the military 
service if he can show that he has a 
meritorious or legal defense. Thus, the 
result is, for all practical purposes, that 
a trust or estate cannot be definitely 
closed and the fiduciary discharged so 
long as any person interested therein is 
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in military service and does not volun- 
tarily appear. 

Under the Act, if an estate or trust 
holds real estate or mortgages it may be 
impossible to collect the rent for a lim- 
ited period and the lease may be can- 
celled, and what is worse, it may be im- 
possible to collect the instalments due 
on the mortgage during the period of 
military service and for an appreciable 
time thereafter, and during this time 
taxes on the property may pile up. This 
is an unfortunate situation from the 
standpoint of the trust beneficiaries but 
there seems to be no way of avoiding it 
short of the executor or trustee doing 
as much as possible to dispose of real 
estate or mortgages and invest the funds 
in other securities. 


Assets or Beneficiaries in Enemy 
Territory 


HERE assets are located in enemy 

territory it will clearly be impos- 
sible to collect these assets and admin- 
ister them until the end of the war. In- 
formation as to such property cannot 
even be obtained because it is a violation 
of the Executive Orders and Regula- 
tions relating to Foreign Funds Control 
and the Regulations of the Director of 
Censorship to attempt to communicate 
with any person in enemy territory with- 
out a license, which is extremely difficult 
to obtain. And even if it were possible 
to communicate it would not be possible 
to obtain possession of the property. 

It seems clear that no relief from this 
situation is possible by way of statutory 
provision or provisions in the instru- 
ment. When estate tax returns are filed 
it is necessary to insert a statement to 
the effect that there is property in enemy 
territory but that such property is not 
included in the return because the exec- 
utors or administrators have no knowl- 
edge or information concerning it. I 
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think the Federal Government will accept 
returns filed in this manner if coupled 
with an agreement on the part of the 
fiduciaries to file a supplemental return 
and pay the additional tax with interest 
upon obtaining possession of the prop- 
erty. 

If there are beneficiaries of the estate 
or trust who are enemy nationals or who 
live in enemy territory, even though no 
assets are located there, a number of 
problems are presented. 


First, a Treasury license under the 
Foreign Funds Control Executive Order 
and Regulations will be necessary before 
the fiduciary can take any action, unless 
the fiduciary is a corporation. General 
License No. 30 authorizes banks acting 
as fiduciaries to engage in all normal 
estate or trust activities except the pay- 
ment of any money or property to any 
person in enemy territory or any enemy > 
national and except the completion of 
transactions at the request or on the in- 
structions of any such person.* 

Second, it is not possible to communi- 
cate with the beneficiaries who live in 
enemy territory without a license, as in- 
dicated above, and in the ordinary case 
it will not be possible to obtain such a 
license. The New York laws (Section 
58 of the Surrogate’s Court Act and Rule 
50 of the Rules of Civil Practice) have 
for many years contained a provision 
that if a person is in a country with 
which the United States is at war or is 
in a place with which by reason of war 
the United States does not maintain 
postal communication, the citation shall 
be mailed on behalf of such person to 
the Alien Property Custodian. We also 
have a general statute (Laws 1942, ch. 
681) which dispenses with any mailing 


*On October 23, 
given, the Treasury Department issued General 
License No. 30A authorizing individual fiduciaries 
to act in certain cases. 
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of citation or other notice in such a case. 
States which do not have statutes pro- 
viding for this situation would do well 
to adopt them. 

Third, it will not be possible to pay 
legacies or distributive shares to bene- 
ficiaries in enemy territory unless there 
is a statutory provision permitting such 
payment to be made to the Court or some 
state officer. In New York we have 
several provisions which might apply 
(Section 269, 272 and 273 of the Surro- 
gate’s Court Act). 

If the various states do not have simi- 
lar statutory provisions it would appear 
that the executor or trustee would be re- 
quired to hold the legacies or distribu- 
tive shares of beneficiaries located in 
enemy territory until after the war. 


Execution and Proving of Wills 


F the various states do not have pro- 
visions permitting holographic and 
nuncupative wills of soldiers and sailors, 
it would seem that such provisions should 
be adopted by the legislatures. With 
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the draft age now at 18, it seems only 
fair to permit soldiers and sailors to 
make wills of real property even though 
they have not reached majority. 

Undoubtedly practically all of the 
states have legislation similar to that of 
New York (Surrogate’s Court Act, Sec- 
tion 142) or judicial decisions permitting 
wills to be probated on proof of the hand- 
writing of the testator and of the wit- 
nesses where they are all dead or absent 
from the state. 

[Mr. Gray concluded with a discussion 
of the Revenue Bill which at the time 
was in Conference Committee. The var- 
ious changes effected by the Act as 
passed were discussed in several articles 
in the November issue and in this num- 
ber. | 


Effects of Revenue Act on 
Estate Planning 


The major consequences of the Revenue 
Act of 1942 on estate planning are succinct- 
ly interpreted in an 18-page pamphlet pre- 
pared by René Wormser as a supplement to 
his recent book “Personal Estate Planning 
in a Changing World” (Simon and Schuster, 
New York, $2.50). The booklet is distributed 
with the compliments of the publisher to 
purchasers of the book. 

Occupying the principal portion of the 
pamphlet is a discussion of the revolution- 
ary amendments dealing with powers of ap- 
pointment. Despite the imposition of severe 
tax restrictions on their use, Mr. Wormser 
points out that these powers remain a valu- 
able dispositive device in estate planning. 
Similarly helpful is the sub-division on the 
new tests for estate taxability of life insur- 
ance proceeds. 

The supplement as a whole lends justifica- 
tion to the emphasis which the author placed 
in the main work upon liquidity and flexibil- 
ity in planning, and upon the necessity of 
keeping abreast of new developments for the 
purpose either of formulating estate plans 
or periodically checking those already 
drawn. Mr. Wormser has done an excellent 
job here. 

(a 

Theodore L. Cogswell, register of wills for 
the District of Columbia and Clerk of the 
Probate Court, has resigned to enter the 
Army as a major in the Transportation 
Corps. Major Cogswell’s thirty-year ser- 
vice in the Register’s Office was interrupted 
only by service in World War I. 
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N October 1, 1942, the War Damage 

Corporation made available to the 
public War Damage insurance on money 
and securities in transit by registered 
mail or express. This type of insurance 
involved many unique problems not pres- 
ent in types of war damage coverage pre- 
viously available through the W. D. C. 
Insurance on the home, certain personal 
effects, automobiles, and even business 
property or machinery, was simply a 
question of arriving at a basis for valua- 
tion and computing the proper premium. 
Inasmuch as most people already had fire 
insurance policies covering all property 
and were accustomed to paying their pre- 
mium in advance, there was no particular 
difficulty in adapting that procedure to a 
war damage policy. 

However, when it came to considering 
the issuance of war damage coverage on 
shipments of money and securities by 
registered mail and express, it was ob- 
vious that the prior insurance practice on 
such shipments could not be similarly fol- 
lowed. Over many decades the Marine 
Underwriters, who write such insurance, 
have evolved a policy which is probably 
as broad and liberal as any which can be 
conceived. It insures against all risks of 
transportation by registered mail or ex- 


press except the risk of war and dishon- 
esty on the part of employees of senders 
or addressees. It recognizes that trust 
companies, brokers and other financial in- 
stitutions encounter every type of trans- 
action which the ingenious needs of com- 
merce present. It meets those problems 
not by conditions specifying exactly what 
can be insured but by making the policy 
so broad that practically every transac- 
tion can be brought within its embrace, 
if desired. Ordinary registered mail 
covers for account of whom it may con- 
cern—in other words, for account of who- 
ever owns the property at the time of 
loss. Premiums are not payable in ad- 
vance but are calculated only on the ship- 
ments which are actually declared. The 
rates depend upon the value declared and 
the length of haul and there is a distinc- 
tion between negotiable securities and 
non-negotiable securities. There is even 
a provision that the insurance, if desired, 
will be only for the expense of obtaining 
duplication. 

Against this broad and flexible cover- 
age of the insurance business which 
could not, however, risk its capital 
against the remote but nevertheless huge 
risk of war damage on land, the War 
Damage Corporation was asked to give 
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what protection it could extend under its 
limited powers. 


The Background 


HE problem of war damage insur- 

ance in the United States is entirely 
different from that in England, which 
suffered its severest damage before it 
had established a system of Government 
insurance and was thus compelled to 
adopt a more or less compulsory system 
in which the sufferers could obtain mone- 
tary relief to a limited extent and the 
cost would be divided among all owners 
of property. In the United States, Con- 
gress did provide for blanket coverages 
until July 1, 1942, but in the meantime 
created the War Damage Corporation to 
enable the insurance thereafter to be 
available on a voluntary basis. In the 


final analysis the risk is a problem of in- 
surance and if protection is desired, it 
can be obtained by paying a premium for 
it. 

The War Damage Corporation was 
created by the Reconstruction Finance 
Corporation pursuant to Section 5d of 
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the Reconstruction Finance Act as 
amended. Pursuant to Section 5g the 
corporation was authorized to provide 
reasonable protection against loss of or 
damage to property, real and personal, 
which may result from enemy attack (in- 
cluding any action taken by'the military, 
naval, or air forces of the United States 
in resisting enemy attack). Consequent- 
ly, the risk that it could cover was only 
that specified by the Act of Congress, and 
was naturally limited to the United 
States and its territories and possessions. 
It was obvious that it could not grant 
greater protection to one class than to 
others, nor could it grant more favorable 
terms to banks and financial institutions 
merely because private underwriters did 
so, relying on their financial responsi- 
bility. 

The problem, insofar as shipments by 
registered mail or express were con- 
cerned, was to devise a policy of war 
damage insurance adaptable to the major 
needs of the users of such transportation 
for securities or money shipments, yet 
consonant with the fundamental precepts 
of the other types of war damage cov- 
erage which had already been offered to 
the public. In particular, war damage in- 
surance was available only on the basis 
of a twelve-months policy in non-can- 
cellable form with the premium payable 
in advance. Furthermore, no elective re- 
porting form of policy could be used 
where the applicant would be influenced 
by the imminence of risk at any parti- 
cular time or locality. Finally, the War 
Damage Corporation had already adopted 
its basic policy of insurance which was 
designed to be made applicable to differ- 
ent types of coverage merely by the ad- 
dition as a rider of a special form of 
application with conditions affecting that 
particular type. 

Thus war damage insurance on money 
and securities in transit by registered 
mail or express became available under 
W.D.C. form No. 15 which contains the 
special conditions applying to such insur- 
ance. 


General Provisions 


HE general coverage limitations are 
practically identical with those found 
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in ordinary registered mail insurance 
policies. Shipments are covered’ contin- 
ually from the time of leaving the pre- 
mises of the sender until delivered at the 
premises of the addressees, including 
transit by messengers or conveyances to 
and from the Post Offices or Express Of- 
fices, at places of sending and address, or 
in the event of non-delivery until re- 
turned to the sender. By virtue of the 
statute, coverage is limited to transit 
within the Continental United States, 
Alaska, Virgin Islands, Hawaii, Puerto 
Rico and the Canal Zone, respectively. 
Shipments between any of the foregoing 
or shipments between any of the fore- 
going and any other points in the world 
are covered only while within any of the 
foregoing. This eliminates ocean trans- 
portation for which war risk coverage 
has always been available (and still is) 
through private insurance. 

An owner of money and securities de- 
siring war damage protection for his own 
account may obtain it under “Class A” 
coverage, under which he must declare a 
maximum estimate of the total value of 
all shipments made by, to or for his ac- 
count for the next twelve months and pay 
an annual premium in advance. At the 
end of the policy year a premium adjust- 
ment will be made based on the value of 
shipments actually insured, so that if his 
estimate was too high, he is entitled to a 
refund. If his estimate was too low, then 
the policy would lapse upon its being ex- 
ceeded unless he filed an amended appli- 
cation setting forth a revised estimate 
for the entire term of the policy accom- 
panied by additional premium computed 
on the difference in estimates. To pre- 
vent estimates for a few months at a 
time (thus obtaining unjust advantage 
over the insured who has to pay a year 
in advance) it was provided that revised 
estimates must be not less than twelve 
times the average monthly value of ship- 
ments theretofore insured. 


Coverage for Account of Others 


T was felt that this Class A coverage 
would take care of only a very minor 
part of the transactions of most banks 
and financial institutions because the 
major part of their shipments consist of 


589 


property of others which are normally 
insured by the senders. Some method 
had to be devised whereby the sender 
could obtain protection for such custom- 
ers as desired war damage insurance but 
had not taken out Class A coverage of 
their own. If the policy were just ex- 
tended to cover all outgoing shipments, 
the applicant would be bearing premiums 
on the shipments to those owners who did 
not desire the protection or were already 
covered by their own policies. 

To meet this situation “Class B” cov- 
erage was designed for the account of 
others with the premium payable in ad- 
vance similar to Class A and with similar 
provisions as to adjustment and revised 
estimates. The important point about 
Class B is that the applicant has the 
right to eliminate or exclude shipments 
to customers not requiring or seeking the 
protection, but once such option has been . 
exercised as to any particular owner, no 
shipment for account of that particular 
owner can again be insured under the 
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applicant’s policy. That applicant or 
owner is left with the resort to a Class A 
policy of his own. 


Blanket Fiduciary Policy 


INCE it was recognized that it would 

be a practical impossibility for banks 
to list all their incoming shipments and 
to ascertain in each case after their ar- 
rival whether the sender had desired war 
damage insurance, it was decided that it 
would be better to eliminate incoming 
shipments entirely from the Class B cov- 
erage, depending upon the senders in all 
cases to take out war damage policies 
under which their outgoing shipments 
could be insured. After the issuance of 
this policy, amendments were found ad- 
visable, particularly for the benefit of in- 
stitutions acting in fiduciary capacities. 
One of the disadvantages of eliminating 
incoming shipments from the Class B 
coverage was that a bank acting as execu- 
tor or trustee would be able to obtain 
coverage of the securities of an estate 
only when it forwarded them by regis- 
tered mail, unless it took out a separate 
policy as such executor or trustee in each 
estate, in which all securities of such es- 
tate wherever shipped would come under 
the Class A designation. 

To overcome this difficulty the War 
Damage Corporation issued a special rul- 
ing (Memorandum No. 15) authorizing 
the issuance of a blanket fiduciary policy. 
Such policy would cover the particular 
institution as executor, trustee, adminis- 
trator, guardian or committee, or in any 
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other strictly fiduciary capacity. In ob- 
taining such a policy the fiduciary is re- 
quired to include as Class A thereunder 
all shipments of all its estates whether 
they be outgoing, incoming or made for 
that account between third parties. Ship- 
ments made by a fiduciary in the distri- 
bution of the estate, at which time the 
securities would no longer be the fidu- 
ciary’s property but the beneficiaries’, 
would be Class B coverage under the 
fiduciary policy. 

Some corporate trustees felt that so- 
called custodian or agency accounts could 
be included under the fiduciary policy, 
permitting them to cover incoming or 
outgoing securities which were intrusted 
to them for safekeeping. However, in 
many states there is no clear demarcation 
between custodian accounts and a thou- 
sand other transactions in which the 
bank merely represents some customer as 
an agent. If agency was to be deemed 
a fiduciary capacity, then practically all 
bank transactions would come under this 
category and the banks would be right 
back with the problem of insuring all in- 
coming shipments. It should be noted 
that the five fiduciary capacities listed in 
Memorandum No. 15 all involve instances 
where the bank actually holds title for 
someone else as distinguished from the 
usual agency contract where title is in 
the principal. 

Consequently, in furtherance of the 
hearty cooperation which the War Dam- 
age Corporation has extended in meeting 
bank problems, another ruling under 
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Memorandum No. 16 (paragraph 3) was 
issued. Under this memorandum the 
policies may be extended by endorsement, 
if desired, to have Class B cover not only 
shipments made by the applicant but also 
shipments made by third parties at the 
express direction of the applicant. In 
other words, whenever the applicant bank 
instructs someone else to make a ship- 
ment for one of its customers, it will con- 
sider that shipment in the same category 
as if the bank had made it. It is hoped 
this will not only meet the needs of the 
custodian accounts but will also enable 
banks to afford protection to customers 
who do not have war damage policies of 
their own. 

There is a provision in the application 
which is of particular interest to trust 
companies acting as transfer agents, reg- 
istrars, corporate trustees or in a similar 
capacity for the account of others. It is 
provided that the exclusion of a shipment 
sent by an applicant in such capacity 
shall not affect the eligibility for cover- 
age under Class B of later shipments 
made by the applicant for the account of 
such party in interest. The reason for 
this provision is that the applicant may 
be acting as transfer agent for many 
large corporations having hundreds of 
thousands of stockholders. It does not 
consider each of such stockholders as its 
‘own customer and it would be physically 
impractical to attempt to integrate the 
names of these stockholders with its own 
list of customers to be sure that there is 
no exclusion of a customer’s shipment 
made by the Transfer Department. This 
exception enables the Department hand- 
ling transfers, registrations or corporate 
trustee functions to send out its ship- 
‘ments and merely cover those on which 
they receive a request for coverage. If 
in so doing they exclude a shipment be- 
longing to one of their customers, such 
exclusion will not operate to bar that 
customer from the further benefit of hav- 
ing his shipments covered by the trust 
company’s Class B insurance. 


Limitations as to Subject Matter 


ITTLE difficulty has been encoun- 
tered in the description of the term 
“fmoney” given in Item 5 of the applica- 
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tion. However, the definition of the term 
“securities” was intentionally limited to 
bonds, debentures, coupons, stock and 
scrip certificates and evidences of value 
or interest similar thereto, intending to 
restrict it to what the majority of people 
embraced within that term. However, 
an opportunity was afforded to any ap- 
plicant to include other commercial 
papers provided they were specifically 
listed in the application, in which event 
such specified commercial papers would 
have to be included in the calculation of 
estimates of aggregate values on which 
the premiums are based. If the basic 
definition of securities had been broad- 
ened to include all commercial papers, 
then the applicant, even though it ordin- 
arily did not insure such papers by reg- 
istered mail, would have been compelled 
to pay a premium based thereon as a pre- 
requisite to obtaining coverage on its es- 
sential money and securities shipments. 

Applicants should be careful to list 
specifically any commercial papers which 
they desire to add to the basic definition 
of securities. For example, it is assumed 
that all applicants will desire to include 
specifically shipments of War Savings 
Stamps or postal money orders, while 
relatively few will desire to include 
checks. 

In this connection the War Damage 
Corporation has announced that U. S. 
War Savings Bonds and U. S. Treasury 
Tax Savings notes are not included in 
the definition of securities in War Dam- 
age policies. The purpose of this an- 
nouncement was to avoid the necessity 
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of banks including substantial amounts 
for these types of instruments. War Sav- 
ings Bonds and Treasury Tax Savings 
notes are not negotiable instruments at 
all and are not even transferrable. They 
are good only in the hands of the party 
in whose name they are issued. 


Rates and Limitations on 
Single Shipments 


HE rate for war damage insurance 

on securities is very fair, being only 
one cent for each thousand dollars of 
value. That rate was based on the reali- 
zation that in the final analysis securities 
are merely pieces of paper representing 
some value or interest in property, and 
their destruction does not ordinarily re- 
sult in the loss of the value or interest 
represented thereby. They may be nego- 
tiable or non-negotiable, registered or in 
coupon form, and yet substantially the 
same procedure and expense are neces- 
sary to obtain their duplication. Securi- 
ties cannot be declared for insurance at 
less than their full value inasmuch as 
the low rate has been based on full value 
and nothing less. 


It may be added that in the initial dis- 
cussions of the possibility of having the 
War Damage Corporation insure securi- 
ties in transit by registered mail, a plan 
was submitted for such insurance on the 
basis only of replacement expenses, in 
which event the rate would, of course, 
have been similar to the ordinary busi- 
ness property rate. This was found total- 
ly unacceptable to banks and brokerage 
firms who felt that they must have the 
opportunity of receiving payment for full 
value in the event of loss under the pol- 
icy, or else face a shutdown while en- 
deavoring to obtain duplication. It can- 
not be too strongly stressed that the low 
rate contemplates ultimate 100% salvage 
or recovery by the War Damage Corpora- 
tion on any securities. 

The application provides for a limita- 
tion of liability on shipments of money 
at $500,000 for any one shipment or to 
any one consignee on any one day and a 
similar limit of $2,000,000 on shipments 
of securities. The language was designed 
to prevent the practice of splitting a 
large consignment into a number of pack- 
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ages going forward in the same mail. 
However, under Memorandum No. 14 the 
War Damage Corporation authorized 
fiduciary agents issuing the policies to 
grant extended limitations of coverage 
up to $1,000,000 for money and $10,000,- 
000 for securities in any case in which 
the fiduciary agent was satisfied that the 
extended limitations of coverage bore a 
reasonable and necessary relationship to 
either the special needs of the applicant 
or to transactions pertaining to the war 
effort. In the same memorandum it was 
also provided that where the applicant 
operated offices at two or more locations, 
fiduciary agents were authorized to issue 
either a separate policy for each such 
location or in lieu thereof a single policy 
covering all the locations with an en- 
dorsement that the limitations of liability 
per shipment shall be separately applic- 
able to each of such locations. 

The attention of banks is particularly 
called to condition (g) with respect to 
the maintenance of records. It is ob- 
viously essential that the applicants 


maintain accurate daily records of all 
shipments and the values thereof. 


In the 
case of Class B shipments such records 
should include the names of the parties 
for whose accounts such shipments are 
made. While it is recognized under the 
wording of condition (e) that such names 
may not always be known to the appli- 
cant, it is expected that if known or read- 
ily ascertainable, the name should be in- 
cluded in the records. Furthermore, an 
accurate description including serial 
numbers of all securities covered by the 
policy should be retained as it must be 
produced in the event of loss. This may 
necessitate some departure from the ap- 
plicant’s present method of keeping re- 
cords, but it is felt that the procedure is 
necessary under war conditions. 

There have been many favorable com- 
ments on the hearty cooperation and mu- 
tual confidence with which the represen- 
tatives of the War Damage Corporation, 
the banks, trust companies, stock ex- 
change firms and insurance companies 
were able to discuss their respective 
problems and arrive at a fairly satisfac- 
tory solution of most of them, bearing in 
mind the statutory limitations and the 
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necessity of impartial application to the 
entire country. If our shores should suf- 
fer damage from enemy attack or action 
of our forces in resisting such attack, 
there can be every confidence that the 
losses thus insured will be paid by the 
War Damage Corporation in the same 
cooperative spirit. 


War Insurance Put at 
$94,000,000,000 


Jesse Jones, Secretary of Commerce, has 
reported to Congress that premiums collect- 
ed to Nov. 1 by the War Damage Corpora- 
tion, which was formed in December, 1941, 
and started operations last April, totaled 
$119,000,000. He estimated that about $94,- 
000,000,000 of War Damage Corporation in- 
surance was in force on Nov. 1. More than 
3,750,000 policies have been written by the 
corporation. 

To avoid the necessity of creating a com- 
plete organization to handle war-damage in- 
surance the corporation had agreed with 
546 fire insurance companies to operate 
through their 1,450 established offices. For 
such services the insurance agent receives 5 
per cent commission on premiums, with a 
minimum of $1 a policy and a maximum of 
$1,000. The insurance company through 
which the agent transmits the application of 
the insured and which handles its account- 
ing, receives 3% per cent of the policy, with 
a minimum of 50 cents and a maximum of 
$700 a policy. 

The insurance industry, represented by 
546 companies, has a 10 per cent interest in 
the operating profits or losses of the War 
Damage Corporation, with a provision that 
their aggregate loss shall not exceed $20,- 
000,000 and aggregate profits shall be kept 
under the same maximum. 


When a point of contact is 
required in Los Angeles, call 


“<The Bank of 


Personal Service - 


UNION BANK 


& TRUST CO. OF LOS ANGELES 
8th & Hill Sts. 
“We Have No Branches” 
Teletypes: L. A. 362,363, Cable Address: UNIONBANK 
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IN PHILADELPHIA 


For transfer and collection of funds, for banking 


services, for conservative trust management, for 
financial information in general and Philadelphia 
information specifically — this company will give 
you prompt and effective service. 


* 
FIDELITY-PHILADELPHIA TRUST COMPANY 


Organized 1866 


135 South Broad Street « Philadelphia 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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TRUST PROFITS — WITH HONOR 


How Services Can be Geared to Compensation 
and War Requirements 


EARL S. MacNEILL 
Trust Officer, Continental Bank & Trust Company, New York 


F, having ascertained that our costs 

had increased x%, we could put into 
effect, so as to maintain profits-as-usual, 
an increase of x% of the commissions 
charged all business in the trust depart- 
ment, there would be no great problem. 
But we are bound by existing contracts 
and subject to judicial allowances. Ad- 
justing our fee schedules upwards would 
lift imperceptibly the earnings derived 
from business currently on our books. 


Is it good public relations for the trust 
company—and for the institution of trus- 
teeship—to seek (other than by private 
negotiation) relief from contracts en- 
tered into upon our own solicitation—we 
who hold ourselves out as provident and 
far-seeing? 

There is also an ethical factor. In one 
trust the beneficiaries agree to our hypothe- 
tical increase from $30 to $125; in the sec- 
ond the beneficiaries hypocritically prate of 
the sanctity of contracts. Is it fair that 
we should accept increased benefits from the 
first trust, while continuing to render ces- 
tuis of the second no less quantity or qual- 
ity of service? And what of the effect when 
people hear of our discrimination price- 
wise? The practical solution may very well 
be—if the loss in administering the trust is 
beyond all common sense—resign. 

I would certainly veto drastic renounce- 
ment and—to avoid the appearance of dis- 
crimination—would shrink from negotiated 
increases unless, between trusts that con- 
tinued to be administered at the old contract 
rate and trusts paying increased fees, there 
was an appropriate distinction in the type 
and quantity of service rendered. There 
should be no distinction in quality! 

Not that we should eliminate, or threaten 
to eliminate, any essential trust service; but 
we can trim off the luxuries. It may be the 
gratuitous preparation of income tax re- 
turns, or recklessly generous hours of con- 
sultation with beneficiaries involving an in- 


From address before New Jersey Banking & 
Trust Conference at New York. 


credible variety of trivia far removed from 
the management of the trust fund or the 
exercise of discretionary powers under the 
will or trust agreement. Perhaps you pre- 
pare formal, rather elaboate analyses of 
trust investments oftener than the regula- 
tions require; this is an expensive operation 
and, without sacrifice of competency, less 
formal and much less costly interim re- 
views might practicably be substituted. Are 
you honoring excessive demands of improvi- 
dent beneficiaries for unscheduled remit- 
tances of income or over-frequent discre- 
tionary advances of principal? Not that 
such services as these should arbitrarily be 
denied, they should simply be paid for! 


Two Services—Two Schedules 


I submit this for your consideration: that 
two schedules of service be prepared, one a 
schedule of bare essentials, the legal mini- 
mum of trust service; the other a schedule 
of “optional” trust services. To the first 
schedule the legal or low-contract rate 
would apply, to the second a ladder of rates, 
that would return to the trust company for 
each added service a reasonable profit. 


Adoption of such a program in its entire- 
ty may be impracticable. Out of my own 
experience, however, I can testify to the 
success of its basic principle in a certain 
limited application. 


The New York legal list of trust invest- 
ments is so conservative that probably the 
majority of trustors free the trustee of re- 
striction and make it evident that they ex- 
pect the trustee to pursue a liberal invest- 
ment policy. In 1939, in preparing a book- 
let entitled “The Continental’s Methods and 
Policies of Investment Management,” we 
determined to bring this issue to the open: 
if a trustor insists on imposing on his trus- 
tee the risks—and the labor of vigilance and 
research—that go with investment outside 
of the protective boundaries of the legal list, 
then he should pay for the labor and the 
risks. For investment in legals, the legal 
commissions fairly applied; it might logi- 
cally be assumed that the legislature, in fix- 
ing the statutory compensation, contem- 
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plated traditional, legal-type investing. But 
if extension of investment responsibility in- 
to the field of investment counsel is re- 
quired, then a fee in keeping with the rates 
of established investment counsel firms 
should be charged. We offered a choice of 
rates: the legal schedule applicable to testa- 
mentary trusts; and a contract rate applic- 
able to living trusts, taking into considera- 
tion such factors as investment discretion, 
probable investment capacity, degree of 
owner control, estimated duration of the 
trust and the character of its final distribu- 
tion—whether to named persons or to un- 
named, contingent remaindermen. We have 
charged from % to % of 1% of principal, 
and a minimum of $250, annually; and we 
have applied this principle of compensation 
to testamentary trusts (in wills newly exe- 
cuted and as yet inoperative) where un- 
usual investment responsibility is antici- 
pated. 


Special Rates for “Servicemen”? 


Consider what manner of service we 
might be asked to perform gratuitously, or 
for a nominal charge, as a patriotic measure. 
Other than the matter of substitution for an 
individual fiduciary and the servicing of pur- 
chases of war bonds (usually treated as a 
commercial department activity) I can think 
only of custody, or of managing agencies— 
or trusts—with respect to deposited securi- 
ties or other property of men and women in 
the military service or engaged, to the ex- 
clusion of cares elsewhere, in defense pro- 
duction, in a governmental agency, or in 
other war work. 


A question can be asked which will quick- 
ly mark off any such tendered task into one 
of two classes: “Can payment of a reason- 


able fee be afforded?” If a soldier needs 
clerical handling of a small fund in cus- 
tody, and the circumstances are such that 
every dollar counts to his dependents, let’s 
perform the service and absorb whatever 
loss there may be by pushing our pens a 
little faster. No one will begrudge any 
favoritism we may show in such a case. But 
if a fee can be afforded that will cover the 
cost of the service rendered—though it may 
fall short of returning a profit—let us 
charge it without false sentimentality. No 
one has yet risen to suggest that money be 
given away under the guise of a loan for 
patriotic reasons. We cannot squander our 
resources; and personnel are the resources 
of the trust department. To exist to per- 
form the services asked for, we must our- 
selves receive fair wages. 
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“Serving” at Home 


Like trust men everywhere and with, I 
hope, no smugness and no hypocrisy, I have 
asked myself many times, “Should I be here 
—or there?”—and “there” means wherever 
such learning and such qualities of leader- 
ship and such experience as I may have ac- 
quired in the old war presently qualify me 
to serve. 

Some time ago I put this question, in one 
of its endless variations, to a friend—a busi- 
ness man of about my own age who, having 
kept his Reserve Officer status, was called 
and, at great personal sacrifice, plunged into 
an important military activity with all 
energy. We have taken over such of the 
tasks and responsibilities relating to his per- 
sonal affairs—and to certain fiduciary mat- 
ters—as can legally be delegated. 

He said: “First, there is the matter of my 
own convenience. This would be unimpor- 
tant if I were the only one so served—but 
I am one among thousands whose minds are 
free to do the work assigned to them be- 
cause men like you are taking care of mat- 
ters important to their families’ welfare. 
We are all of us fighting and working to 
maintain a certain way of living that we 
value. One of its features we call “capital- 
ism.” It has become a bad word—by asso- 
ciating with bad people, no doubt—but I'll 
stick with it because all the substitutes 
sound like apologies. 


“T have read figures that stagger me as 
to the volume of money and property under 
the management of banks and trust com- 
panies as trustees. It seems to me that you 
must be the most important custodians and 
managers of wealth in the country today. 
But you are not merely that; young people 
who are morally adrift in the inevitable 
after-the-war will look to you as teachers— 
of ways of life as well as the ways of 
money. You have simply got to hold your 
leadership together, and your traditions and 
your skills, lest the rest of us find we have 
lost the war when we come back.” 


That is a challenge, not merely an excuse 
for existence. It is a challenge to compla- 
cency—to institutionalism and timidity. It 
is a challenge to make our thinking worthy 
of the times we live in. 


Under a recent ruling by Pennsylvania 
Attorney General Reno, banks may charge 
estates which they administer in a fiduciary 
capacity with premiums on public liability 
insurance purchased for real property held 
in such accounts. 
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Clarification Needed on Joint 
Accounts and Powers of 
Attorney 


“There are few things which will more 
quickly undermine the morale of the man in 
service than a feeling of uncertainty regard- 
ing the arrangements he has made for his 
loved ones at home. Many men who have 
answered the call to the colors have left 
broad powers of attorney with trusted 
friends, with relatives, or with some one of 
our trust institutions with a view to having 
their attorney-in-fact carry on a business or 
otherwise protect their interests while they 
are in the service. In their personal ar- 
rangements, many men have opened joint 
accounts with members of their families or 
with business associates. The laws of most 
states are far from clear on this subject. 
All too often we will find ourselves unable 
to comply with what are clearly the wishes 
of these men because of uncertainties in the 
law and because of our inability to risk ac- 
tion unless our legal powers and responsi- 
bilities are clear. Let me cite two present 
problems in this connection. 


“Many men, upon entering the service, 
have opened joint accounts in their bank 
giving authority to their wife or mother to 
check against such accounts, and then have 
directed that certain monies coming to them 
be deposited to these accounts. Word is re- 
ceived that this gallant American is missing 
in action. Many cases prove that such word 
does not mean he is dead, but consider the 
position of the bank in such a case. To 
whom does the balance in the account now 
belong? Under the laws of descent and dis- 
tribution of most of our states, the bank 
could not make further payments from such 
an account regardless of what hardship 
might be imposed upon the person or per- 
sons for whose benefit such an arrangement 
was clearly made. 


“Regarding powers of attorney, many 
men are going to be disappointed when they 
find third persons insisting on proof that the 
principal is still alive. The death of the 
principal automatically revokes his agent’s 
authority. Banks badly need some clear leg- 
islative action which will protect them in 
such cases and at the same time permit 
them to carry out the intent of the service 
men who make these arrangements for the 
protection and care of their loved ones and 
businesses.”—-Edward A. Wayne, secretary, 
N. C. Bankers Assn., before Natl. Assn. of 
Supervisors of State Banks, Nov. 1942. 


Ancillary 
Administration 
for Illinois 


Real Estate 


¢ No matter where the 
personalty under a trust 
may be located .. . if there 
is real estate in Illinois, you 
will find it a matter of good 
judgment to suggest Chi- 
cago Title and Trust 
Company as ancillary ad- 
ministrator. 


This company was 
the first to qualify under the 
General Trust Company 
Act of the State of Illinois 
and it has been continuously 
active in trust administra- 
tion since 1887. Our long 
years of experience in all 
types of fiduciary activity in 
this area, plus an unusual 
background in all real 
estate matters, qualify us to 
give you and your custom- 
ers full cooperation on both 
corporate and personal 
trust matters in II]linois. 


CHICAGO 
TITLE & 
TRUST 
COMPANY 


69 WEST WASHINGTON ST. 


CHICAGO 
Business Established 
in 1847 
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OFF TO WAR—Without Financial Wor- 
ries: is the title of a well considered and 
most readable article in The American 
Home for September. Citing the important 
morale factor of freedom from worry about 
the folks back home, the author suggests 
various measures which can be taken to 
put personal affairs in order: letter of at- 
torney is mentioned but use of the trust 
device by men going into service is suggest- 
ed for more complete financial protection. 
The article also indicates how the Civil Re- 
lief Act affects the family budget, as to 
life insurance premiums, mortgage and tax 
debts, rent and installment obligations. 


a () 


Prentice-Hall, Inc., has devised an excel- 
lent booklet on “How to Prepare Your Per- 
sonal Income Tax Return” for distribution 
by trust institutions. The inside covers are 
available for messages by the bank. An- 
other new publication is “The Victory Tax 
and How to Handle It.” A specimen copy 
of each may be obtained from Walter Mayer 
at 70 Fifth Avenue, New York. 
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Philadelphia, Pa.—The Philadelphia Na- 
tional Bank has elected J. William Hardt, 
vice president of the bank, as a director to 
fill the vacancy caused by the death of Jos- 
eph Wayne, Jr. Mr. Hardt has long been 
prominently identified with banking in 
Philadelphia since joining the Franklin Na- 
tional Bank in 1908, a unit of the present 
bank. Mr. Hardt is a member of the coun- 
cil of development of the University of 
Pennsylvania as well as a member of the 
Citizens Advisory Committee of Temple 
University and of the Association of Reserve 
City Bankers. 


Ce a 


Homes and farms of New York state be- 
ing offered for sale through the national 
real estate clearing house, Previews, Inc., 
of New York City, are pictured in an at- 
tractive 128 page magazine just issued. 
With typical scenes and a map reproduc- 
tion heading each geographic section, fol- 
lowed by illustrations and descriptions of 
the individual properties, this makes a most 
effective presentation for selling real es- 
tate. 


READY 


The Trust Department of this bank, one of New 


England’s oldest and largest financial institutions, is 


always ready to provide prompt and efficient fiduciary 


service ...as Executor, Trustee, Administrator, De- 


positary, Registrar or Transfer Agent. 


Trust ZL. of artiment 
The National 


Shawmut Bank 


40 Water Street, Boston 
Member Federal Deposit Insurance Corporation 














INEQUITIES OF CONTRACT RENEGOTIATION 


ROSCOE SEYBOLD 
Vice President & Controller, Westinghouse Electric & Mfg. Co. 


KNOW of no piece of legislation that 

has given management of manufac- 
turing industry as much concern as Sec- 
tion 403 of Public Act 528, the Sixth 
Supplemental National Defense Appro- 
priation Act of 1942. In my opinion, it 
is one of the most far-reaching, danger- 
ous and unnecessary pieces of legislation 
that has been enacted by any Congress 
of the United States. 

Corporations have been before the 
committees for renegotiation in which 
they have been told by the Secretary’s 
representative the amount of profit per- 
missible, rather than this being arrived 
at through the formality of renegotiat- 
ing as defined by Webster. 

Considering the drastic terms and condi- 
tions under which corporations are expected 
to accept contracts at present, the freedom 
with which the government agencies can 
change the manufacturing conditions, and 
the possibilities of labor and material price 
increases, there is a great possibility that 
the contracts may show the manufacturer 
a loss or extremely low profits. It would 
seem only proper that, if we must have such 
a law, renegotiation should recognize the 
advisability of increasing profits to the con- 
tractor as well as returning excess profits 
to the government. 

The Act speaks of excessive profits but 
furnishes no basis or standard for deter- 


Excerpts from address before the 11th annual 
meeting of the Controllers Institute of America. 


mining excessive profits and leaves it en- * 
tirely to the discretion of the Secretary of 
each Department. It can only be expected 
that the final determination of what consti- 
tutes excessive profits may vary over a wide 
range, depending upon the personal opinion 
of the individual to whom authority has 
been delegated. The chances are that in 
many cases the person to whom this author- 
ity has been delegated will not be com- 
petent to determine the effect of his decision 
upon the financial structure of the corpora- 
tion. Two companies widely located and 
which under normal conditions are whole- 
some competitors could possibly be subject- 
ed to different interpretations of what con- 
stitutes excessive profits to the extent that 
one of these corporations might be forced 
out of business, while the other might have 
such an interpretation as to enhance its 
financial structure. 


Post-War Reserves Needed 


There is the problem of the heavy goods 
industry that at best is a cyclical business 
with often very short cycles. An example 
is the machine tool industry which during 
this emergency is going all out on machine 
tool production, and in all probability will 
face a business famine at the end of this 
emergency. It would be unfair to consider 
that industry in the same profit class with 
an industry that can look forward to a rea- 
sonable activity in the postwar period. 


Reserves for such items as engineering 
development—advertising—plant expansions 
—maintenance of property—and so on, 
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might appear to be excessive in the eyes of 
the government. However, our industrial 
corporations were able to accomplish this 
stupendous production program because of 
their management programs over many, 
many years and if this nation is to survive, 
these same industrial corporations must 
come through this emergency with the same 
high degree of ability with which they en- 
tered it. 

In order to do this they must retain in 
management that same talent, or its equiva- 
lent, and carry forward an aggressive pro- 
gram, by the continuation of engineering 
developments, publicity and advertising and 
by creating sufficient reserves to provide for 
inventory losses that cannot be determined 
today—losses in connection with the cancel- 
lation of orders—separation allowance for 
those employees who will not be needed in 
the postwar period—and the heavy deferred 
plant maintenance program. In my opin- 
ion, this ability will not exist if the admin- 
istration insists on the disallowances set 
forth in sub-section (d). 
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Subsection (h) sets forth that this Act 
shall remain in force during the continuance 
of the present war and for three years after 
the termination of the war. With this law 
hanging over the heads of management un- 
til three years after the war, how are they 
going to be able to intelligently manage the 
affairs of their companies? They will have 
no assurance as to profits—the balance sheet 
will be meaningless—they will not be able 
to determine the amount they can expend 
for forward-looking development, and main- 
tenance and upkeep of their plant and equip- 
ment. A dividend policy would be based 
only on a guess. 


How will bankers look upon the credit of 
the contractor if he were to come to them 
for a loan? 


In my opinion, the return of excess prof- 
its to the government can be accomplished 
more equitably and efficiently by means of 
a properly developed tax program than 
through the administration of legislation 
such as Public Act 528. 


RAILROAD SECURITIES OUTLOOK 


Substantially inflexible costs, coupled 
with increasing competition, have made the 
position of railroads difficult in past periods 
of depression . The current period of pros- 
perity has been particularly favorable to the 
rails. 

In the first place, production is concen- 
trated in the heavy industries which provide 
the major portion of the rail freight traffic. 
In the second place, because of their high 
invested capital and relatively heavy fund- 
ed debt rails as a group have not been sub- 
ject to excess profits taxation as have in- 
dustries obtaining peak activity from the 
war. 

It is, therefore, hardly surprising that 
railroad net earnings are at the highest 
‘ level in many years. On the other hand, 
based on the long-range outlook, it is equal- 
ly not surprising that such earning power is 
being but moderately capitalized in the 
market. 

It is recognized that the character of the 
stimulation behind the current rail prosper- 
ity will substantially terminate with the war 
and that, in addition, there is now going on 
a rapid building up of competition in this 
field. 

If there is any one field in which expan- 
sion is now going on apace, it is in the trans- 
portation field—on the ground, under the 


ground (pipe lines), in the air and on the 
water. Speaking from a broad standpoint, 
therefore, following the termination of the 
conflict there is bound to be an excess of 
transportation facilities, particularly in pe- 
riods of business recession. Too, it should 
be remembered that the higher rail wages 
go under existing conditions the more diffi- 
cult will be the operating position of the 
rails in the post-war era. 

At least as long as the war lasts the high 
yields available on second-grade railroad 
obligations should be safe. It is, however, 
necessary to look beyond this period. But 
one should not expect to continue to receive 
high returns from railroad securities as 
long as available and still expect to liqui- 
date them at satisfactory levels. In periods 
of strength a policy of gradual liquidation 
and abandonment of high return for safe- 
ty of principal is the logical procedure. 


Some higher levels for railroad common 
stocks, based on current high earning power, 
is a logical expectation. But no approach to 
any such relationship to earning power as 
was witnessed in past high earning periods 
under peace conditions should be anticipated. 


JAMES R. BANCROFT 
President, American Institute of 
Finance, Boston. 





INVESTMENT POLICY 


Originality and Conservatism 


Can 


Be Friends 


Every institution is confronted with a recurring problem — that of 
searching the market for investments that are “out of line’’ with 
securities of comparable merit. In this work definite assistance can 
be given by a firm which, while always bearing in mind the con- 
servative nature of institutional investment, is not necessarily con- 


tent with the obvious. 


For example, the firm of R. W. Pressprich & Co. pioneered in 
analyzing and dealing in bonds issued in connection with the pro- 
gram of the United States Housing Authority. These securities, 
now better known to institutional investors, constituted a new 


kind of investment — yet one which answered many institutional 





requirements admirably. 


Housing Authority Bonds are obligations of different housing 
authorities, but all are fundamentally similiar in security. From the 
standpoint of yieid, legality and tax exemption they possess many 
interesting qualities. We will be glad to answer any question as to 
what these qualities are and what they offer certain investors today. 


R. W. Pressprich & Co. 


68 William Street 201 Devonshire Street 
NEW YORK BOSTON 


GOVERNMENT. MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 


Members New York Stock Exchange 
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ENGLISH AND AMERICAN 
STOCK PRICES 


A bull market for industrial stocks has 
been under way in London during this war, 
while until recently we have been having 
a bear market in this country. Clearly the 
bull market in London cannot be adequately 
explained by assuming that the English 
have been buying stocks as hedges against 
inflation, for there has been no rise in the 
cost of living over there for more than a 
year. 


Part of the explanation is probably to 
be found in the fact that in 1940 the yields 
readily available from good industrial stocks 
were almost four times as great as those 
from high grade bonds. That cannot be the 
chief reason because a somewhat similar 
disparity has existed in this country. More- 
over, the present good stocks yield in Eng- 
land only about one and one-half times as 
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Prepared by The Cleveland Trust Co. 


Solid line shows monthly changes in the Stan- 
dard Statistics index of the average prices of 354 
industrial common stocks; dashed line shows 
changes in the index of industrial stocks com- 
piled by the London Financial Times. In both 
cases average prices in September, 1939 are taken 
as equal to 100. 
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much as high grade bonds, yet stock prices 
keep on rising. 

Probably there have been four chief rea- 
sons for the English bull market. The first 
is that ever since Dunkerque there has been 
increasing confidence about the eventual 
outcome of the war. Another factor has 
been a well-founded belief that corporate 
taxes had reached a ceiling, and would not 
be changed. The third reason is that there 
has been almost nothing to do with saved 
money except to buy either stocks or war 
bonds. It could not be used to buy luxur- 
ies, or travel, or social display, or real 
estate, or to establish or participate in new 
business ventures. 

Besides all this the government took over 
from English investors their holdings in 
foreign securities and paid for them in 
English money. These investors have na- 
turally been trying to replace the holdings 
they had to give up, and they had to do so 
by buying English securities. It might 
seem reasonable to infer from all this that 
a real bull market might be getting under 
way here, but that is not yet assured. Un- 
fortunately we do not know in this country 
that a ceiling in corporate taxation has 
been reached, nor do we know what changes 
in terms of curtailed earnings will result 
from the renegotiation of war contracts. 
More important, we do not know whether an 
overall ceiling of $25,000 is to be placed on 
earned and unearned individual incomes 
combined, and what effect it would have 
on the security markets. 


Cleveland Trust Company, 
Nov. 1942. 


Business Bulletin, 


Municipal Financing Curtailed 


American municipalities are voluntarily 
sidetracking every local improvement pro- 
ject not essential to the war effort, declared 
Francis P. Burns, City Attorney of New Or- 
leans, speaking at the War Conference of 
the National Institute of Municipal Law Of- 
ficers on December 3. “During the eight 
months ended October 31st,” he said, “the 
volume of state and municipal capital 
financing negotiated amounted to only $439,- 
426,011, a decline of approximately 53% 
from the corresponding period in 1941.” He 
stated that the outlook for the municipal 
bond market “appears reasonably clear as to 
continued curtailment of new financing for 
the duration followed by great expansion 
just as soon as priorities and other restric- 
tions are lifted.” 
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Life Insurance Invests in War 


Life insurance investments of all United 
States legal reserve companies in United 
States Government bonds will reach ap- 
proximately $9,300,000,000 at the end of this 
year, according to a survey by the Associa- 
tio nof Life Insurance Presidents, contained 
in a report submitted to member companies 
by Vincent P. Whitsitt, manager and gen- 
eral counsel of the Association. The amount 
of Federal securities held by all such life 
insurance companies at the end of 1942 will 
be 26.7% of their total admitted assets of 
$34,750,000,000. The estimated increase in 
their Federal security holdings will be near- 
ly $2,300,000,000 during 1942, or more than 
the entire increase in total assets for the 
year. The report described the increase as 
“a direct aid by life insurance in the prose- 
cution of the war.” 

At the end of 1942, an estimated total of 
$11,000,000,000, will be invested in corporate 
securities “representing investments in in- 
dustries supplying transportation, com- 
munication, power, light, water, gas, elect- 
ricity, and many other vital public services, 
and in industries supplying such essential 
necessities as steel, iron, lead, aluminum, 
copper, brass, chemicals, rubber, fibers, tex- 
tiles, automotive products, drugs, meats, 
groceries and grains.” Approximately $6,- 
500,000,000 will be in real estate mortgages 
“representing investments in such vital 
facilities as farms, small homes, apartment 
houses, hotels, office buildings and factor- 


”? 
. 


The foregoing figures, for all companies, 
were estimated from actual data of 49 com- 
panies having 91% of the total admitted as- 
sets of all United States legal reserve life 
insurance companies. 


—---—0 


Debt Reduction or Dividend? 


Indications seem to point to the conclu- 
sion that the railroads will use their present 
large profits more and more for debt reduc- 
tion rather than for the payment of divi- 
dends. Roads in receivership are also quite 
likely to make such use of surplus funds 
rather than to pay interest. In fact, the 
Interstate Commerce Commission has an- 
nounced that it has begun an inquiry to 
determine the extent to which the roads 
were using their unusual gains to cut down 
fixed charges, calling attention to its report 
to Congress early in the year in which it 
stated that the railroads would be short- 
sighted not to do so. 
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Performance of “Old Line” 
Dividend Payers 


Of 65 issues which have disbursed divi- 
dends to their holders without a lapse for 
25 to 40 years, none failed to make pay- 
ments during the first nine months of 1942, 
according to a survey reported in The Ex- 
change for November. Forty-six percent 
of these paid the same amounts as they dis- 
tributed in the corresponding period of 1941; 
twenty-three percent increased their pay- 
ments; thirty-one percent paid less, the pub- 
lication points out. 

The industries most widely represented 
among the 65 listed stocks are retail mer- 
chandising, chemical, petroleum, and tobac- 
co, all of which have five or more represen- 
tatives. 

In the first nine months of this year, divi- 
dends were paid on common stocks by 591 
listed corporations out of a listed total of 
837 issues, as compared with 578 payers in 
the same period of 1941 and 583 in all of’ 
1940. 

a0 


Savings Habits 


There were 15,738,907 accounts, in 537 
mutual savings banks in 1941, with total 
assets of $11,794,289,030. The respective 
figures for building, savings and loan asso- 
ciations were 6,978,057 memberships in 
7,027 associations, with total assets of 
$6,053,345,616. The average deposit in 
mutual institutions was $666.48, and in 
the associations $867.48. These figures are 
revealed in the current issue of Savings 
Bank Journal. 

a 


The Series E savings bonds will be the 
only ones to be designated “War Bonds” 
in the future. Series F and G will be 
known as “United States Savings Bonds.” 
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The Preservation of Capital 
(Continued from page 543) 


how the relatively best protection can be 
granted to the small saver by institution- 
al investors. 


Institutional Investors Have Not 
Exercised Leadership 


N no country to date have institutional 

investors, such as savings banks, life 
insurance companies, trust companies, 
provided the collective initiative neces- 
sary to meet the storms of war and post- 
war conditions. Institutional investors, 
exactly like the individual ones, reacted 
as silent spectators of the governmental 
measures. During inflation they lost 
their capital to the same extent that cur- 
rency had depreciated. In Germany they 
did not propose any anti-inflation pro- 
ject or plan of their own nor did they 
efficiently oppose the inflationary schemes 
manipulated by the industrialists and 
tolerated by the government. However, 
they got back funds due to the revalori- 
zation laws and they redistributed these 
funds to their savers. Those funds rep- 
resented considerable amounts due to 
the fact that institutional investors had 
kept investments through the whole in- 
flationary period without speculative 
withdrawals or switching to other types 
of securities, while the individual capi- 
talist or the small saver could not afford 
this waiting attitude. Consequently in- 
stitutional investors mostly fulfilled the 
special requirements for preference re- 


At your service in Memphis 
with complete trust facilities 
and a_ thoroughly expe- 
rienced organization. 


TRUST DEPARTMENT 


UNION PLANTERS NATIONAL 
BANK AND TRUST COMPANY 
Memphis, Tenn. 
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valorization quotas such as an uninter- 
rupted ownership of government bonds 
or mortgages from a certain date. In 
addition they could afford to keep larger 
amounts invested in mortgages than in 
government bonds although the latter 
had been issued at attractive interest 
rates (and later on were revalorized to 
only half the revalorization quota estab- 
lished for mortgages). 


Thus, savings banks granted deposi- 
tors 1714% of the gold value of deposits, 
while life insurance policies were reval- 
orized at percentages that varied with 
the different companies from 12% to 
25% (Swiss “Zurich’—foreign branch— 
even 34%). Commercial banks, how- 
ever, were exempted from the obligation 
of granting a revalorization to their de- 
positors because they had no investments 
in mortgages though they possessed a 
very considerable amount of assets in 
government and industrial bonds. 


Inflation Must Be Fought 


NSTITUTIONAL investors in general 

can fight the typical inflation losses on 
fixed interest bearing investments only 
by supporting all anti-inflationary mea- 
sures taken by the government and by 
taking the lead to propose necessary 
steps. In addition they must promote 
savings and investments as well as the 
buying of life insurance. All these activ- 
ities mean per se: absorbing of purchas- 
ing power. Institutional investors are 
engaged in an anti-inflationary industry 
by their normal business. Thus, they 
should never obey the voices of those who 
may advocate inflation as a “stimulus” 
reviving the economy of a nation. 


The typical losses which are not caused 
by inflation but by the above mentioned 
complexities of transition from peace to 
war and then to post-war economy have 
as yet not been avoided any better by 
institutional investors than by individ- 


uals. Nowhere were institutional inves- 
tors able to bar the deterioration of in- 
dustries which could not be adjusted to 
the specific requirements of war or post- 
war economy. Nowhere have they had 
noticeable influence on the companies’ 
dividend policy, on the watering of capi- 

















CAPITAL MANAGEMENT 






tal stocks, etc. They were content to 
exercise security analysis and statistical 
research although such a routine work, 
customarily applied to individual cases 
or to individual branches, means only the 
diagnosis for particular economic dis- 
eases but no diagnosis for the ailment of 
investment in general nor therapy or 
even prophylactics for the future. The 
same holds good for the difficulties in 
the fields of real estate and mortgage in- 
vestments, tax policy and in many others. 


All these problems cannot be explored 
from the standpoint of investors unless 
by general and comprehensive research 
of institutional investors collectively and 
in cooperation with other groups such as 
management and labor. Then institu- 
tional investors will be in a position to 
make suggestions and proposals to the 
government i.e. an institutional planning 
for the tasks lying before us. 


(Continued in the January issue) 


New IBA President Sees 
Expansion Era After War 


Jay N. Whipple, partner of Bacon, Whip- 
ple & Co., of Chicago, was elected president 
of the Investment Bankers Association of 
America at its annual meeting in New 
York recently. Upon assuming the presi- 
dency, Mr. Whipple said that he expected 
“the greatest period of expansion and pro- 
gress the world has ever known” after the 
war. For that expansion, he said, industry 
will need capital in amounts that will 
dwarf previous industrial financing just as 
the present war financing dwarfs amounts 
raised for other wars. 


He told the investment bankers to look 
ahead to the part they will have in financ- 
ing war-born scientific and technological 
developments in industry to get inspiration 
for greater efforts in helping the Treasury 
raise the billions needed for winning the 
war. 


“Because the profit motive is essential to 
progress,” Mr. Whipple declared, “it is my 
belief that private enterprise and private 
financing will not be replaced, except in cer- 
tain necessary circumstances, by public 
ownership and government financing. As 
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long as we have private ownership of bus- 
iness, it is necessary that a market be pro- 
vided to permit the purchase and sale of 
this ownership as represented by stocks. 

“Just as the amounts raised by our gov- 
ernment to finance this war dwarf the 
amounts raised to finance any other war, 
so it is reasonable to expect that the de- 
mands for capital to finance the peace— 
both from this country and abroad—wil 
far exceed anything in our previous exper- 
ience. 

“So far in this war, the number of indi- 
vidual pieces of “E,” “F” and “G” bonds 
already issued exceeds 90,000,000, against 
a total of 96,000,000 pieces of all issues 
during the last war. As of the first of 
this month, 19,500,000 employees were on 
payroll deduction plans for a regular pro- 
gram of bond buying. These people are 
now capitalists, and your potential cus- 
tomers for securities other than government 
issues after the war. All of them feel a* 
sense of interest and ownership in the 
government as a result of their purchases 
of its obligations and they will be increas- 
ingly conscious of their responsibilities as 
citizens and more active in preserving an 
economic system which will safeguard their 
investments. They will be the first to op- 
pose Communism, Socialism or any other 
ism which threatens to destroy these in- 
vestments.” 





a 


From 1930 through 1938 American corpo- 
rations drew upon savings made in prosper- 
ous years to the extent of $31,000,000,000 
and during the last three active years they 
have only been able to restore about $4,000,- 
000,000, of which more than half was set 
aside in 1941, according to a survey an- 
nounced recently by the division of indus- 
trial economics of The Conference Board. 
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(This is one of a series of advertisements recently published 
by the Guaranty Trust Company of New York, 
in New York City newspapers.) 


“A Trap Obvious To 
Any Lawyer” 


In a recent case,* one of the Surrogates of New York County 
was called upon to decide whether a certain will should be ad- 
mitted to probate. The will was prepared on a printed blank 
form. In the execution of the instrument the testatrix was assisted 
by an “uninformed draftsman,” who advised her incorrectly how 
and where the will should be signed by herself and the witnesses. 


Through the failure to execute the will in the manner prescribed 
by law, it was denied probate and the Surrogate commented that: 
“The printed form contains a trap obvious to any lawyer.” 


This and similar cases show how advisable it is for every person 
who is making a will to consult with and follow the advice of 


his lawyer. 


*New York Law Journal, September 5, 1942. 
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Where There’s A Will... 


cc O prevent my fiduciary from being 

annoyed and having its time un- 
necessarily taken and being pestered, 
whether with the investment of funds or 
contributions to charities and benevol- 
ences, the solicitation and even anything 
more than a mere suggestion by any 
person, group or organization of a grant 
to such shall be a bar to my fiduciary 
contributing to any such.” This is the 
mandate contained in the will of the late 
Walter Fletcher Hulet, president of the 
Crawfordsville (Ind.) Trust Company. 
Declaring that whatever property he had 
accumulated was in effect a loan from the 
community in which he had spent his 
entire business life, Mr. Hulet left his 
entire estate, estimated at $150,000, for 
charitable and _ benevolent purposes 
throughout the city of Crawfordsville 
and Montgomery County. Believing that 
the trust would accomplish the most good 
over a long period of years, Mr. Hulet 
provided that if the corpus should be 
impaired at any time, no further distri- 
bution of income is to be made until 
corpus shall be restored. Distribution 
of income is to be made in the discretion 
of the Crawfordsville Trust Company 
which was appointed executor and trus- 
tee in the will... 


Samuel Klein, founder and owner of 
the well known S. Klein store in Union 
Square, New York, directed in his will 
that the business should be incorporated 
and continued under the merchandising 
methods established by him. After pro- 
vision for $85,000 in legacies to three 
associates, Mr. Klein left the residue of 
the estate in trust for his three daugh- 
ters and seven brothers and sisters. In 
their petition for temporary letters, the 
executors, Aaron J. Simon, Charles Fre- 
dericks and the City Bank Farmers 
Trust Company, set forth that the ann- 
ual business exceeded $12,000,000 ... 


* * * 


LETTER telling of a ring found 
in the stomach of a shark caught 
off the coast of Cuba has been filed in 
the Norfolk (Va.) Circuit Court as mute 
testimony to the death of Captain George 


Dewey Hodges, whose ship was torpe- 
doed and sunk north of Cuba in July. 
Captain Hodges’ will, in the form of a 
letter to his wife and family, has been 
admitted to probate in the court. Con- 
siderable difficulty had been experienced 
in establishing legally that he was dead. 
... The will of Major Paul J. Gorman 
of the Army air force, leaving his 
“wings” to his 2%-year-old daughter, 
Patricia Ruth, is believed to be the first 
“soldier’s will” filed in Buffalo under 
the new New York law which permits 
the military to write wills without signa- 
tures of witnesses. Mayor Gorman was 
killed in an airplane crash Sept. 9. 


* * * 


George Newell Armsby, chairman of ° 
the board of the Curtiss-Wright Corp., 
named the Bankers Trust Company of 
New York as co-executor of his will re- 
cently filed but not yet probated. His 
entire estate is bequeathed to his wife 
whom he also named as co-executor... 
Members of the family are named execu- 
tors of the will of the late Robert F. 
Herrick, Jr., nationally prominent attor- 
ney and corporation director. The Old 
Colony Trust Company of Boston is ap- 
pointed trustee of one of the trusts estab- 
lished by the will... The Hon. Mr. Jus- 
tice C. A. Masten of the Supreme Court 
of Ontario left an estate valued at close 
to $100,000 which he entrusted to the 
National Trust Company of Toronto as 
executor . . . Samuel H. Cady, retired 
vice president and general counsel of the 


*Chicago & Northwestern Railroad, named 


the Harris Trust & Savings Bank of 
Chicago as executor and trustee of his 
Will .<s 


* * * 


NE of the world’s richest women 

after the death of her first husband 
in 1897, Princess Suzanne Engalitscheff 
left a small estate in trust with the First 
Trust and Savings Bank of Pasadena, 
Cal., when she died recently at the age of 
83. Widow of A. B. Emery, discoverer 
of the Silver King silver lode in Utah, 
the Princess subsequently remarried 
three times and survived all her husbands 











. .. Mrs. Hugh D. Auchinloss, whose 
father Oliver Burr Jennings was one of 
the founders with the Rockefellers of the 
Standard Oil Company, left an estate es- 
timated at more than $5,000,000 to two 
daughters and a son under the terms of 
a will. The executors and trustees are 
the City Bank Farmers Trust Company 
of New York, a daughter and the son... 
Edward Cornell, a member of the Wall 
Street law firm of Davies, Auerbach, 
Cornell & Hardy, and an organizer of 
F. W. Woolworth, appointed the Central 
Valley (N.Y.) National Bank as executor 
and trustee of his will... 


* * * 


EORGE F. RAND, president of the 

Marine Midland Corporation and the 
Marine Trust Company of Buffalo, named 
the latter institution as co-executor and 
co-trustee of his will. Mr. Rand, who 
was prominent in charitable and corpor- 
ate affairs, became president of the 


Marine Trust at 34 and a few years later 
conceived the idea of a growp banking 
system in which the controlling interest 
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would be acquired by a holding company, 
branch banking being prohibited. The 
resulting Marine Midland Corporation 
now conducts business through ninety 
offices serving thirty-eight communities 
in New York, with resources of more 
than $600,000,000. 


Chamber of Will Horrors 
No. 6: <A Dog’s Life 


Two recent court proceedings bring 
to light an old bugaboo—the bequest 
to animals. With all the human suf- 
fering going on nowadays, it would 
seem that disproportionately large 
gifts for pets might be put to much 
better use. One of the cases involves 


a bequest of $64,000 to a cheetah and 
a dachsund out of a total estate of 
$70,000. The balance is supposed to 
go to a niece of the testatrix, but at 
last reports she was holding out for a 
fifty-fifty split. 


The other story re- 
veals that a coliie dog has been living 
a plush existence on the interest of a 
$30,000 trust fund set up for him by 
his mistress four years ago. The dog’s 
caretakers, who are the residuary leg- 
atees of the estate, went into court: 
on a final accounting a short while 
ago to testify that they had taken the 
dog to a veterinary to put him out of 
his old-age miseries. 

Isn’t it about time that a more real- 
istic attitude were taken toward this 
sort of thing and some restriction 
placed upon the extent to which ani- 
mals (bless them, to be sure) can be 
benefited by will? 





Pennsylvania Trust Meet 


The 16th Mid-Winter Conference of the 
Trust Company Section, Pennsylvania 
Bankers Association, was held at Harris- 
burg on December 4th. Keyed to wartime 
conditions, the program was featured by 
informal addresses on rent control, the 


Soldiers’ and Sailors’ Civil Relief Act, and 
investment problems during the war. Stand- 
ing committees reported progress in their 
activities during the past six months. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ALABAMA 


Mobile—GUY FAULK, Jr., assistant 
trust officer of the Merchants National 
Bank, is now a candidate in the Volunteer 
Officers Corps, at Keesler Field, Biloxi, 
Miss. 


ARIZONA 


Phoenix — VICTOR PULIS has been 
elected assistant trust officer of the Valley 
National Bank. Other recent appointments 
are JOHN B. McFEE as manager of the 
real estate loan department, BENTON M. 
LEE, manager of the investment depart- 
ment, ANDREW B. LOPER, assistant man- 
ager of the investment department, and 
EVVA SHAW, secretary of the trust in- 
vestment committee. 


CALIFORNIA 


Los Angelese—W ALTER L. NOSSAMAN 
has resigned as trust counsel for the Secur- 
ity-First National Bank to form the law 
firm of Brady 
& Nossaman 
with Joseph D. 
Brady. They 
will specialize 
in trust and 
tax law. Mr. 
Nossaman has 
been active in 
committee 
work in _ the 
California 
Trust Division, 
and _ recently 
was appointed 
chairman of 
the Committee 
on State and 
Federal Taxa- 
tion of the American Bar Association’s Pro- 
bate and Trust Law Divisions. He has been 
California legal editor for Trusts and Es- 
ttes since 1935. 


WALTER L. NOSSAMAN 


GEORGIA 


Atlanta—CHARLES A. ROSE, assistant 
trust officer of the First National Bank, 
has left the bank to join the Army. 


ILLINOIS 


Chicago—O. P. DECKER, vice president 
of the American National Bank and Trust 
Company, has been commissioned a Major 
in the Army, stationed in the Headquarters 
Services of Supply at Washington. 


Chicago—HAROLD C. BULL, GER- 
TRUDE H. HELLENTHAL and HAROLD 
A. SHIRCLIFFE have been elected as- 
sistant trust officers of Chicago Title & 
Trust Company. 


DELAWARE 


Wilmington—EDWIN P. NEILAN, as- 
sociate trust 
officer of the 
Security Trust 
Company, has 
been commis- 
sioned a Lieu- 
tenant (J.G.) 
and is now sta- 
tioned at the 
Philadelphia 
Navy Yard. 
JOSEPH P. 
WORTZ, for- 
merly assistant 
trust officer of 
the Camden 
(N. J.) Trust 
Company, suc- 
ceeds Mr. 
Neilan as associate trust officer. HOW- 
ARD CLARK has been named assistant 
secretary. 


E. P. NEILAN 


KENTUCKY 


Burlington—A. B. RENAKER, cashier 
and trust officer of the Peoples Deposit 
Bank, has been elected president to succeed 
the late Judge N. E. RIDDELL. G. S. 
KELLY has been made cashier. 


LOUISIANA 


Shreveport—B. K. DORMAN has resign- 
ed as vice president and trust officer of the 
First National Bank because of ill health. 


MASSACHUSETTS 


Boston—JOHN H. ASHE and EBBE S. 
EBBESON have been named assistant trust 
officers of the New England Trust Com- 
pany; FREDERICK W. HUNTINGTON 
was chosen assistant treasurer and CARL 
B. JONES manager of the custodian di- 
vision. 


Boston—HENRY B. HARRIS has been 
elected assistant trust officer and assistant 
cashier of the National Shawmut Bank. He 
was a Second Lieutenant in the Infantry: in 
the last war. 
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Boston—CARL M. ELDRIDGE, formerly 
trust officer of 
the Newton 
(Mass.) Trust 
Company, has 
been. elected 
vice president 
and trust offi- 
cer of the Na- 
tional Rock- 
land Bank. A 
member of the 
Bar. Mr. Eld- 
ridge was a 
bank examiner 
for the Com- 
monwealth of 
Massachusetts 
prior to his 
association with the Newton Trust Company 
fourteen years ago. 


Boston—EDWARD L. BIGELOW, vice 
president in the trust department of the 
State Street Trust Company, is now a Ma- 
jor in the Army Specialist Corps. The 
bank’s service flag bears 41 stars. 


Newton—GEORGE L. WHITE has been 
elected trust officer of the Newton Trust 
Company, succeeding CARL M. ELD- 
RIDGE, now at the National Rockland 
Bank of Boston. 


CARL M. ELDRIDGE 


MINNESOTA 


Minneapolis—OLIVER S. AAS, assistant 
trust officer of the First National Bank and 
Trust Company, is on leave as a lieutenant 
in the United States Naval Reserve. 


NEW YORK 


Buffalo—BERT WHITE, vice president 
of the Liberty Bank of Buffalo and orgin- 
ator-director of the Research Advisory 
Service, is now acting as a Major in the 
Combat Intelligence division, U. S. Air 
Service. 

Buffalo—CHARLES H. DIEFENDORF, 
executive vice president of the Marine Trust 
Company, has been elevated to the presi- 
dency to succeed the late GEORGE F. 
RAND. 


New York—E. MARTIN LARSEN has 
been promoted to trust officer of the Law- 
yers Trust Company. 


OHIO 


Cincinnati—-WILLIAM A. STARK, vice 
president and trust officer of the Fifth 
Third Union Trust Company, has been elect- 
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ed a director of that institution. Mr. Stark 
has been associated with the bank since 
1920, as counsel, and in 1932 was elected 
to his present position. He is chairman of 
the Taxation Committee of the A.B.A. 
Trust Division. 


Cleveland—GEORGE F. KARCH has 
been promoted to trust officer of The Cleve- 
land Trust Company, and ALBERT W. 
MARTEN, of the investment analysis di- 
vision, has been elected assistant trust offi- 
cer. Mr. Karch is a member of the Bar and 
a director of several corporations. Mr. 
Marten also has a legal background, and is 
president of the Brown University Club of 
Cleveland. 

Cleveland—C. S. MORGAN, trust officer, 
has been made assistant vice president in 
the estates division of the National City 
Bank. J. H. STORRIE, counsel for the 


trust department, has been elected assistant 
vice president in the corporate division. 


OREGON 


Portland—SUMNER DIETRICK, as- 
sistant trust officer of the United States 
National Bank, has resigned to accept the 
presidency of the Bank of Bend. 


PENNSYLVANIA 


Lancastre—WALLACE L. ROBINSON 
and ROBERT Y. CARRETT, Jr., have been 
advanced to vice presidents of the Farmers 
Bank & Trust Company. 


Philadelphia—HENRY PEASE, assistant 
trust investment officer, and MAXWELL 
MacNALLY, assistant trust officer, have 
joined other trust men who have left the 
Pennsylvania Company to join the Armed 
Forces. Mr. Pease is Second Lieutenant in 
the Army Air Corps at Miami, while Mr. 
MacNally is a Lieutenant (J.G.) at the 
Navy School, Harvard University. 

Pittsburgh—WILLIAM R. BALPH has 
been promoted to trust officer of the Fidel- 
ity Trust Company. WILLIAM C. BOGGS 
was advanced to treasurer, and PAUL F. 
EVES to assistant treasurer. 


Pittsburgh — A. C. CONEY has been 
elected vice president of the Union Trust 
Company. Mr. Coney comes from the Na- 
tional City Bank of Cleveland where he was 
in charge of the investment department. 


York—CLAUDE L. PETERMAN has 
been elected president of the First National 
Bank to succeed the late GEORGE L. 
MEDILL. Promoted to vice presidencies 
were ROBERT C. FLUHRER, formerly 
trust officer, and BENJAMIN H. MYERS, 
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heretofore cashier. CHARLES L. BORGEL 
was advanced to trust officer, and WIL- 
LIAM S. GROVE secretary. 


SOUTH CAROLINA 


Greenville—A. P. YOUMANS, for eigh- 
teen years assistant trust officer and as- 
sistant cashier at the local branch of the 


South Carolina National Bank, has been 
transferred to the Georgetown branch which 
he will manage. 

TEXAS 


Fort Worth — GEORGE THOMPSON, 
Jr., has been elected executive vice pres- 
ident of the Continental National Bank. Mr. 
Thompson has been engaged in the practice 
of law for many years. 

Houston — MAURICE FAUBION has 
been appointed assistant trust officer and 
assistant cashier of the San Jacinto Na- 
tional Bank. 


TRUST INSTITUTION BRIEFS 


Birmingham, Ala.—A. KEY FOSTER, 
vice president and assistant trust officer of 
Birmingham Trust & Savings Company, was 


recently elected a director of the Associated 
Industries of Alabama, senior inspector and 
liaison officer of the Air Raid Warden Ser- 
vice, and a member of the local Firemen’s 
Fund Committee. 


Birmingham, Ala.—Maj. Gen. JOHN C. 
PERSONS, president of the First National 
Bank, is now commanding an infantry divi- 
sion at Camp Shelby, Miss. 


Washington, D. C.—The first dinner meet- 
ing of the fiduciaries section of the District 
of Columbia Bankers Association was held 
at the Mayflower Hotel on December 14th. 
The guest speakers were Dr. HAROLD 
STONIER, executive manager of the Ameri- 
can Bankers Association, and ADDISON E. 
SOUTHARD, former American Consul Gen- 
eral at Hong Kong. The meeting was pre- 
sided over by AUBREY O. DOOLEY, assis- 
tant trust officer of the Hamilton National 
Bank. 

Chicago, Ill—The surplus of the Ameri- 
can National Bank and Trust Company of 
Chicago has been increased from $2,000,000 
to $2,500,000, through transfer of $500,000 
from the undivided profits account. 


Baton Rouge, La.—The Fidelity Bank & 
Trust Company has obtained a national bank 
charter under the name Fidelity National 
Bank. 
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Morristown, N. J. — The Morristown 
Trust Company celebrated its 50th anni- 
versary this month. Its trust department 
began to function in 1897 when the direc- 
tors appointed a Trust Committee to advise 
and counsel on such matters, the Company 
depositing securities with the Prerogative 
Court of New Jersey as a special fund to 
secure its liability in certain trust capac- 
ities. The first appointment by the Orphans’ 
Court of Morris County was made in Jan- 
uary, 1898, when the Company qualified 
as guardian in a substantial personal es- 
tate. 


New York, N. Y.—The Guaranty Trust 
Company has consolidated the personal 
trust department for many years maintained 
at its Fifth Avenue branch with the head 
office personnel. The drain on both expe- 
rienced officers and staff members made it 
necessary to discontinue mid-town branch 
trust service probably for the duration, and 
centralize the personnel. 


New York, N. Y.—To meet expansion de- 
mands, the Pan American Trust Company 
has leased for a term of years the modern 
banking quarters in the 12-story building at 
70 Wall Street. 


Rochester, N. Y.—The Security Trust 
Company, with the largest trust department 
in the State outside New York City, this 
month celebrated its 50th anniversary with 
a series of large advertisements in local 
newspapers and distribution of an attractive 
anniversary booklet. 


Cleveland, Ohio—WILLARD W. WIL- 
SON, trust officer of The Cleveland Trust 
Company, has been elected president of the 

Associated 

Charities 

of Cleveland. 

He has been in 

trust work 

since 1927, In 

commenting on 

his _ election, 

The Cleveland 

Press said edi- 

torially: “Mr. 

Wilsonhas 

dem onstrated 

that an inter- 

est in the 

sound financ- 

ing and eco- 

W. W. WILSON nomical ad- 

ministration of a charity is not incompatible 

with the warmest kind of human interest in 
the people who require its services.” 
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Somerville, N. J.—Every local resident 
now in the armed forces is to get news 
from home as a Christmas present from the 
Somerville Trust Company which is sending 
each a subscription to the Somerset Mes- 
senger-Gazette. 400 subscriptions have been 
ordered. 


Indianapolis, Ind—FRED SCHICK, on 
leave from the trust department of the Un- 
ion Trust Company, has*been promoted from 
lieutenant to captain in the Army Air Corps. 


Buffalo, N. Y.—The Manufacturers & 
Traders Trust Company recently displayed 
a huge exhibit showing the two now famous 
Buffalo-made fighter planes, the Bell Air- 
acobra and the Curtiss P-40. 


New York, N. Y.—Chemical Bank & Trust 
Company has transferred $5,000,000 from 
undivided profits to surplus account. The 
capital structure of the bank totals $80,- 
208,789. 

Burlington, Vt—WILLIAM M. LOCK- 
WOOD, vice president and trust officer of 
the Howard National Bank & Trust Com- 
pany, has been elected State vice president 
of the Trust Division, A.B.A. 


MARYLAND 


TRUST COMPANY 
BALTIMORE 


Member 
Federal Reserve System 
Since 1917 
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How Public Views War 
Advertising 


A survey of the reaction of people to 
wartime advertising was recently conducted 
in the United States by the Psychological 
Corporation. The following conclusions 
were arrived at: 

1. A growing confidence on the part of 
the public in the part that advertising is 
playing and can play in the war effort. 

2. While the public is appreciative it 
is also critical, as shown by its discrimina- 
tion between different types of advertising. 

3. The public approves of scrap and war 
bond advertising. 

4. It believes that Army-Navy “E” 
award ads contribute to morale and. the 
war effort. 

5. The public’s belief that industry is 
doing a good job to help win the war is 
higher than ever. 

6. People want advertising to tell them 
about regular products but above all about 
how to conserve what they have. 

7. They want companies to tell them 
about their war efforts but without too much 
boasting. 


C. DOUGLAS BUCK 
Recently elected United States Senator from Delaware. 
Mr. Buck has been president and lately chairman of 
the board of the Equitable Trust Company of Wil- 
mington. 
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ESTATE TAXATION OF LIFE INSURANCE 


1942 Revenue Act Recasts Tests for Inclusion in Estate 


SAMUEL J. FOOSANER 
of Newark; Chairman of Insurance Section, New Jersey State Bar Assn. 


Y virtue of the 1942 Revenue Act 

the $40,000 exemption of insur- 
ance payable to named beneficiaries 
no longer exists. For this exemption 
and the $40,000 general estate exemp- 
tion, one specific exemption of $60,- 
000 has been substituted. If it were 
not for certain express provisions in 
the 1942 Act containing modified lan- 
guage, there might be little left to 
discuss. Because only through a 
strict construction of these provi- 
sions, however, will the ultimate tax 
status of life insurance be determin- 
able, the more pertinent aspects of 
the law as amended are deserving of 
review. 

The insurance provisions 
under the 1942 Act affect 
only estates of decedents 
dying after October 21, 
1942, the date of the pass- 
age of the Act. Since there 
are many estates now in 
the process of administra- 
tion of decedents who died 
on or before Octobed 21, 
1942, the law in effect as 
of the time of their deaths 
must be applied. It will 
be recalled that Treasury 
Decision 5032, making the 
question of who paid the 
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insurance premiums of paramount impor- 
tance (and destined to be short-lived) 
was promulgated on January 10, 1941, 
while a large body of law had grown up 
between 1918 (when taxpayers first had 
to concern themselves about estate taxa- 
tion of life insurance proceeds) and 
January 10, 1941. Thus, we might now 
consider insurance as falling into three 
general classifications: 


(1) Insurance taken out before Janu- 
ary 10, 1941 (affecting estates of dece- 
dents dying before October 22, 1942) 

(2) Insurance taken out between Jan- 
uary 10, 1941 and October 22, 1942 (af- 
fecting estates of decedents dying before 
October 22, 1942) 

(3) Insurance with re- 
spect to decedents dying 
after October 21, 1942. 


Brief Background of Tax 


S a result of the Chase 

National Bank case!, 
Article 27 of Regulation 70 
was revised, making the 
question of whether or not 
insurance proceeds were 
taxable dependent upon 
whether the insured pos- 
sessed any of the so-called 
‘incidents of ownership” at 
the time of his death. It 


*1. Footnotes at end of article. 
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was not necessary to wait for T.D. 5032 
to appreciate the importance that prem- 
ium payments bore to the question of in- 
cludibility of proceeds in the decedent’s 
gross estate. The subject of who paid 
the premiums runs all through the Regu- 
lations from 1918 to 1934. To determine 
taxability, the Regulations referred to 
insurance as deemed to have been taken 
out by the decedent in all cases where 
he paid the premiums, either directly or 
indirectly. It was not until the Lang 
decision? in 1938, however, that the ques- 
tion of premium payment was limelighted 
with that degree of emphasis which was 
to serve as a forerunner of the law to 
follow. 


On May 29, 1939 the first decision in 
the now famous Bailey case* came along. 
It will be recalled that in this case the 
decedent had retained a possibility of 
reverter in a number of insurance poli- 
cies assigned to his wife. Notwithstand- 
ing the fact that the question of legal 
incidents of ownership was definitely in- 
volved, the Court decided that the dece- 
dent paid the premiums on the policies 
and that, therefore, the proceeds in ‘ex- 
cess of $40,000 were taxable as part of 
his gross estate. When the matter was 
reargued, a modified decision* was ren- 
dered in favor of Mrs. Bailey, based on 
testimony substantiating her contention 
that she had paid the premiums after 
the policies were assigned to her. It 
was not until March 4, 1940, however, 
that a final decision®, based on the then 
current Hallock® case, was rendered in 
the Bailey contest. And, oddly enough, 
the question of who paid the premiums 
was disregarded and the insurance pro- 
ceeds were held includible on the theory 
that the decedent had retained a possi- 
bility of reverter, constituting a legal in- 
cident of ownership in the policies which 
he assigned. 


The Lang and Bailey cases laid the 
basis for T.D. 5032. The question of a 
possibility of reverter and retention of 
legal incidents of ownership, although 
invited into the tax picture from time 
to time, was not destined to reach its 
full share of recognition until the final 
Bailey decision based on the theory 
espoused in the Hallock Case. 
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In any study of the law spreading over 
the period of the last 24 years, it be- 
comes immediately apparent that the two 
questions of: who paid the premiums? 
and did the insured possess any of the 
legal incidents of ownership at the time 
of his death? have stood out above all 
others. With the enactment of the Rev- 
enue Act of 1942, we have for the first 
time a clear expression as part of the 
Internal Revenue Code, regarding the in- 
cludibility of insurance proceeds payable 
to beneficiaries other than the estate of 
the insured, where either the questions 
of premium payment or retention of legal 
incidents of ownership might be involved. 

Subject to the $60,000 specific estate 
exemption which has been substituted for 
the former estate and life insurance ex- 
emptions, all insurance receivable by the 
executor under policies upon the life of 
any decedent dying on or after October 
22, 1942, shall be included in his gross 
estate. All other insurance payable to 
beneficiaries, other than the executor, 
shall also be included in the decedent’s 
gross estate, in the proportion that (a) 
the premiums or other consideration paid 
for the insurance, directly or indirectly 
by the decedent bears to the total pre- 
miums paid, or (b) with respect to which 
the decedent possessed any of the inci- 
dents of ownership in the policies at his 
death. The law provides that in deter- 
mining the proportion of the premiums 
or other consideration paid by the dece- 
dent, those premiums paid by him on or 
before January 10, 1941 shall be ex- 
cluded, if at no time after that date the 
decedent possessed an incident of owner- 
ship in the policy. Incidents of owner- 
ship which may have been exercisable 
by the insured in conjunction with an- 
other person, are included for estate tax- 
ation of insurance purposes under the 
1942 Act. 

The answer to the question of whether 
or not the premiums were paid indirect- 
ly by the insured will necessarily depend 
upon the facts in each case. Of one 
thing we may be reasonably sure, how- 
ever, and that is that the facts will be 
subjected to close scrutiny. Where it is 
found that the husband made direct gifts 
to his wife which she subsequently used 
for the payment of premiums, this will 
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unquestionably be held to constitute in- 
direct payment of the premiums by the 
husband. Where the insured creates a 
trust, and the income from that trust is 
specifically earmarked for payment of 
premiums on policies carried on his life, 
these payments will be construed as hav- 
ing been made indirectly by him. Where 
a corporation is determined to be the 
insured’s alter ego, premium payments 
made by such corporation on policies on 
the life of the insured will be held to 
have constituted indirect payments by 
him. It will be only in those cases where 
the sums expended for premium pay- 
ments cannot be directly traced to the 
decedent, that the law will not require 
the proceeds to be included as part of 
his gross estate. 


HE law now provides that the term 

‘incidents of ownership,’ does not in- 
clude a reversionary interest. In this 
connection, it is important that, subject 
to elaboration in the Regulations as to 
just what shall constitute a reversionary 
interest, the insured pay particular at- 
tention to the nature of the incident 
which is retained. It is essential that 


consideration be given to whether or not 
there is a ‘possibility of reverter’ being 
retained, rather than a reversionary in- 


terest. Mr. Justice Frankfurter dis- 
tinguished between these two legal reser- 
vations? and unless complete clarifica- 
tion is offered by the Regulations, it is 
quite possible that the courts, in the con- 
struction of the law as amended, may 
do likewise. 


The law as amended refers to inci- 
dents of ownership exercisable by the 
insured alone or in conjunction with an- 
other. It is significant to note in pass- 
ing, therefore, that in a situation where 
the insured renounces all incidents of 
ownership in a policy in favor of his 
wife, with the single reservation that 
she cannot surrender the same without 
his consent, and she pays all premiums 
out of her own funds from sums in no 
way traceable to him, the proceeds of 
the policy will be held includible in his 
gross estate. The reason for this result 
will be found in the fact that he retained 
an incident of ownership, exercisable by 
him and his wife. 


Transfers of Policies 


ECTION 811 (g) of the I.R.C. as now 

amended permits the transfer, by 
assignment or otherwise, of policies of 
insurance. It sets out that where a 
transfer of a policy takes place “The 
amount paid directly or indirectly by 
the decedent shall be reduced by an 
amount which bears the same ratio to the 
amount paid directly or indirectly by the 
decedent as the consideration in money 
or money’s worth received by the dece- 
dent for the transfer, bears to the value 
of the policy at the time of the trans- 
fer.” If this language means what it 
appears to say, where X has paid $1200 
in premiums on a $10,000 policy, and 
assigns the same for $500 at a time 
when the policy has a $1,000 value, since 
he received one-half of the value of the 
policy as a consideration for its trans- 
fer, the amount of premiums considered 
to have been paid by him will be reduced 
to that extent. Thus, of the $10,000 in 
proceeds payable upon his death, one- 
half or $5,000 will be considered to be 
includible in his gross estate. 

Strict compliance with the law de- 
mands that the transfer of the policy not. 
be a gift either in whole or in part. 
Where such transfer constitutes a gift, 
the proceeds payable under the policy 
are includible in the decedent’s gross 
estate. It would appear that this pro- 
vision would tend to encourage assign- 
ments for value, rather than by gift, for 
estate tax purposes. Let the prospective 
assignor be forewarned, however, that in 
contemplating transfers for value, he pay 
particular attention to Section 22 (b) 
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of the I.R.C., lest the proceeds or a sub- 
stantial portion of them become sub- 
jected to federal income taxes.® 


Premiums from Community Property 


ITH a view to a number of pos- 

sible changes in community prop- 
erty law, Congress subjected premiums 
paid from community property to special 
consideration. The 1942 Act provides 
that where premiums or other consider- 
ation were derived from community prop- 
erty, such premiums shall be considered 
as to have been paid by the insured, 
except in such cases where it can be 
shown that they came from compensa- 
tion for personal services actually ren- 
dered by the surviving spouse, or were 
derived originally from such compensa- 
tion from the separate property of the 
surviving spouse. The Act also specifi- 
cally sets out that the term ‘incident of 
ownership’ shall include such incidents 
possessed by the decedent at his death 
as manager of the community. 


Liability of Beneficiaries 


HE law with regard to the liability 

of beneficiaries for federal taxes has 
been changed. Unless the decedent di- 
rected otherwise in his will, where any 
part of the gross estate, upon which a 
tax has been paid, consists of insurance 
proceeds receivable by a_ beneficiary 
other than the executor, the executor is 
empowered to recover from the benefic- 
iary “such portion of the total tax paid 
as the proceeds of such policies bear to 
the sum of the net estate and the amount 
of the exemption allowed in computing 
the net estate, determined under Sec- 
tion 935 (c).” Where there is more 
than one beneficiary, the executor may 
look to the beneficiaries in the same 
ratio. 

Many inequities may arise from the 
present beneficiary liability provisions. 
Where an insured leaves a large estate 
with a very small amount of life insur- 
ance to a named beneficiary, such bene- 
ficiary might have to bear a propor- 
tionate part of the total tax at the high- 
est tax rate, merely because the insurance 
is part of his estate, and the total estate 
is taxable in the highest bracket. “In 
determining the net estate” as used in 
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the Code,® the deduction of the exemp- 
tion allowed under Section 935 (c) shall 
not be permitted.1° 


The 1942 Revenue Act offers many rea- 
sons why existing estate plans should 
be thoroughly reviewed. Where the es- 
tate of the taxpayer is likely to be sub- 
ject to federal estate taxes, if for no 
other reason than because the $40,000 
life insurance exemption to named bene- 
ficiaries has been abolished, his plan re- 
quires early analysis. With the aid of 
qualified counsel he can now have his 
will contain specific directions as to the 
disposition of the insurance proceeds of 
policies carried on his life. Through 
such directions, he can prevent those 
proceeds accruing to certain beneficiar- 
ies from being subjected to his federal 
estate taexs, or he can decide upon some 
equitable basis for their bearing of the 
tax burden, rather than leaving the mat- 
ter to chance and the generalized ap- 
proach of the provisions of the law. Now, 
as never before, the changes in federal 
estate taxation project estate planning 
into a new and most important light. Our 
Government needs taxes; we should help 
provide them. The estate tax-paying 
client needs help; those who are able 
should expend every effort to assist him. 


1. Chase National Bank et al v. U. S., 278 U.S. 
327, 49 Sup. Ct. 126 (1929). 

2. Lang v. Commissioner, 304 U. S. 
Sup. Ct. 880. 

3. Bailey v. U. S., 27 Fed. Supp. 617. 

. 30 Fed. Supp. 187. 

5. 30 Fed. Supp. 184, March 4, 1940. 

. Helvering v. Hallock, 60 Sup. Ct. 544. 

. See Helvering v. Hallock (supra). 

8. Exception to general rule regarding income 
taxing of life insurance proceeds. 

. Internal Revenue Code, Section 812. 

. U. S. Trust Company et al. v. Sears, 29 Fed. 
Supp. 643 (decided 1939). 
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New Name for BTA 


The name of the United States Board of 
Tax Appeals was charged by the 1942 Rev- 
enue Act to “The Tax Court of the United 
States.” Under the new set-up, practice be- 
fore the court will not be limited to at- 
torneys and certified public accounts but 
will be open to any qualified person. The 
decisions will be reported in a new series 
of volumes of Tax Court opinions. 
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SHOULD TRUST LAW BE CODIFIED? 


Respective Fields for Legislation and Decision 


R. DEAN MOORHEAD 


Assistant Attorney General of Texas; formerly Professor of Trusts and Estates 
at University of Texas Law School 


In the opening remarks of Mr. Moorhead’s paper, he pointed out that 
the growth in trust business around 1890 was largely caused by the fact 
that the first sizeable crop of American millionaires was then dying off 
and was utilizing the trust device as a method of disposing of their wealth. 
The larger fortunes in Texas and other southern states have, for the most 
part, arisen since 1900, and the persons who accumulated them are only 
now beginning to pass their wealth to the next generation. It is only 
logical to assume, therefore, that the coming years will see an increasing 
use of the trust device in this area, and, Mr. Moorhead urged, it is only 
prudent to have that device prepared to meet the increased volume of 
business. While he discusses below various phases of Texas trust law, 
the subject is worthy of consideration in other states where similar ques- 


tions have been or will be confronted.—Editor’s Note. 


CCASIONALLY we hear the sugges- 

tion that all the principles relating 
to trust law be embodied in statutes, 
and that such statutes form a unified 
and complete body of law comparable 
to the Uniform Negotiable Instruments 
Law. In the number and complexity of 
their statutes, some states have closely 
approached this situation. 


I am very much opposed to this treat- 
ment. Paraphrasing the words of a 
famous English judge, putting the law 
of trusts in a statutory nutshell is one 
thing, keeping it there is quite another. 
Even if it were possible to put trust law 
in statutory form, the rigidity of such a 
form would destroy much of the flexi- 
bility which has heretofore been the 
very heart of the trust device. More- 
over, statutes are only as perfect as 
their makers; it is doubtful whether all 
the problems arising in the creation and 
administration of a trust could be anti- 
cipated and put into statutory form; 
and, even in those matters which would 
be covered by statutes, our language is 
necessarily so imperfect that questions 
of interpretation would constantly be 
before our courts, with the not improb- 
able result that such a statutory scheme 


From address delivered before Trust Section, 
Texas Bankers Association, Nov. 6, 1942. 


would only serve to make confusion 
worse confounded. 


For the most part, trust law should 
remain where it now is—in the hands of 
those “enlightened” judges who create 
and mold principles of law under the 
constant compulsion of the needs of 
their times, and in those judicial de- 
cisions which have stood the test of cen- 
turies. That there is a place for 
statutes in such a system is clear. Some 
principles of trust law lend themselves 
well to statutory embodiment and con- 
struction; though it is perhaps unneces- 
sary, it does no harm to place these on 
our statute books. Also, there are cer- 
tain specific protective measures which 
a court is powerless to impose since the 
need is for action before rather than 
after the event; here legislation often is 
necessary to correct situations which 
otherwise would go unremedied. More- 
over, the lethargy or incompetence of 
certain courts may, upon occasion, lead 
to statements of law founded entirely 
upon history and antiquarianism and 
justified not at all by their present util- 
ity; here, too, legislation may sometimes 
prove to be the only feasible remedy. 

But to say that this matter is primar- 
ily one for our courts is not to say that 
you and I have no concern with it. The 
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very essence of an “enlightened judge” 
is his realization that legal problems 
are not to be solved in vacuums, and 
that their proper solution is only to be 
reached by the judge being eager to un- 
derstand businessmen and their prob- 
lems and by businessmen being alert to 
keep the judges informed, not only of 
those matters of business which other- 
wise do not penetrate the judicial cham- 
bers, but also of their evaluation of the 
practical effects of the decisions of the 
courts. 


The Restatement—Its Limitations 


NDOUBTEDLY the best concise col- 

lection of the rules which our judges 
have evolved is to be found in the Re- 
statement of Trusts. It is important pre- 
cisely to understand the nature of the 
task which its authors undertook. First, 
although they stated the principles of 
trust law in a concise, unified form, they 
were in nowise attempting to draft a 
statute on trust law for possible adoption 
by the various states. Rather their task 
was merely to “restate” those principles 
of law already announced by the courts. 
Secondly, the restaters were not attempt- 
ing to set forth what they thought the 
law should be; rather they were stating 
what, in their opinion, the law is. Thus 
it is that in some instances the restaters 
set forth principles of law which they 
heartily disliked, but which they could 
not escape since those principles have 
uniformly been followed by a majority of 
the courts. The only play allowed the 
personal feelings of the workers was in 
those fields in which there is no authority 
or in which the authority is evenly divid- 
ed; in these areas alone did they state the 
rules which they deemed to be most de- 
sirable. 

The rules in the Restatement are large- 
ly the same rules which the Texas courts 
have enunciated, as appears from the 
Texas Annotations to the Restatement. 
But there are instances of deviation. I 
would like to enumerate some and to com- 
ment on the relative merits of the view- 
points thus expressed. The fact that the 
Texas rules differ from those generally 
prevailing does not mean that the gen- 
eral rules are necessarily preferable. 
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Oral Trusts of Land 


N Section 39 of the Restatement is 

found the statement “. . . an enforce- 
able trust can be created without a writ- 
ing.” Texas occupies an anomalous posi- 
tion on this matter. We have not adopted 
Section 7 of the Statute of Frauds, but 
we do have a statute requiring a writing 
for transfers of interests in land. Sur- 
prisingly, however, this statute has not 
been construed fully to cover trusts, as 
identical statutes have elsewhere been 
construed. Rather the Texas courts have 
announced the peculiar doctrine that an 
oral secret trust may be declared prior 
to or contemporaneous with the time that 
title passes to the trustee and at the same 
time have held that such a trust cannot 
be created after title has so passed. 

I need not dwell on the dangers inher- 
ent in secret trusts of land. With the 
validity of such trusts recognized, a trus- 
tee can never fully know his powers and 
duties, a beneficiary can never fully ap- 
preciate his rights, land titles and records 
are cluttered up, a flood of litigation in- 
evitably results, and the door is opened 
wide for fraud by dishonest trustees or 
by grasping beneficiaries. Here is one 
place where a statute is needed in our 
trust law, plainly and unequivocably re- 
quiring that trusts of realty be evi- 
denced by a writing. 


Title in Successor and Co-Trustees 


TILL another instance in which a 
S) statute might well be employed is 
this: A trustee resigns, dies, or is re- 
moved, and his successor is appointed. 
How is title to the trust property to be 
transferred from the original trustee to 
the successor? Section 109 of the Re- 
statement states the common law rule 
that the original trustee must make a 
conveyance to the successor. But such a 
conveyance may be difficult or impossible 
to obtain, the trustee may have disap- 
peared, he may be dead with his estate 
the subject of a contest, or he may mere- 
ly be uncooperative. Some states have 


statutes allowing the court to transfer 
title to the successor; in still other states 
it is held that such a power is inherent 
in a court and that no enabling statute 
is needed. 
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Texas authority is silent on this point. 
Do our courts have the inherent power 
to make the transfer? If so, does the 
mere appointment of the new trustee ac- 
complish the transfer or is a separate 
decree of the court required? These 
questions might well be quieted by the 
adoption of a statute specifically con- 
ferring upon the courts the power to 
decree such transfers. 


At common law co-trustees held title 
to trust property as joint tenants, and, 
upon the death of one trustee, the sur- 
vivor automatically succeeded to title to 
the property. The Restatement embodies 
this rule. However, in Texas we have, 
by statute, abolished the right of sur- 
vivorship normally incident to joint ten- 
ancies. The effect of this statute on 
trust property held by joint trustees re- 
mains unanswered. If the statute is held 
applicable, then the death of one trustee 
conceivably can tie up trust property for 
years. Courts in other states have held 
that similar statutes have no applicability 
to conveyances to joint trustees. I sug- 
gest that the Texas courts would do well 
to adopt this solution. 


Re: Totten Trusts 


NOTHER question on which the 

Texas courts have been silent is in 
connection with the validity of trusts of 
savings bank deposits, the so-called Tot- 
ten or “poor man’s” trust, by which one 
person deposits money in his own name 
as trustee for another, but at the same 
time retains control over the deposit, 
keeping the pass-book and making with- 
drawals for his own purpose. Perhaps 
the most widely accepted view is that 
while the beneficiary can obtain the bal- 
ance of the deposit when the depositor 
dies, he has no claim to the money which 
the depositor has deposited and with- 
drawn during his lifetime. The Restate- 
ment adopts this position. 


In Texas, we have a statute providing 
that a bank can safely pay the balance 
to the beneficiary upon the depositor’s 
death, but the question of the respective 
rights of the heirs of the depositor and 
the beneficiary remains. At first glance, 
one might think that such a statute im- 
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pliedly recognizes the validity of these 
trusts. However, courts in other states 
have uniformly held that the statutes do 
nothing but afford protection to the bank. 
If we want Totten Trusts—and I’m not 
at all certain that we do—statutory con- 
firmation of their validity would seem 
desirable. 


Spendthrift and Charitable Trusts 


CLEAR deviation between Texas 
law and the law generally prevail- 
ing is found in connection with spend- 
thrift trusts. It would seem that such 
trusts should be strictly construed, and 
that the clearest evidence should be de- 
manded before a trust would be deemed 
a spendthrift one and the beneficiary 
clothed with its protection. Courts in 
most states take this view. However, the . 
Texas courts have on several occasions 
allowed extrinsic evidence to convert a 
seemingly ordinary trust into a spend- 
thrift one. 
Obviously such a practice is undesir- 
able. No man can know whether a spend- 
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thrift trust is created until the courts 
have acted, and, all too often, such action 
comes after credit has been extended in 
reliance on the innocent appearing pro- 
visions of the trust instrument. The 
view of the Texas courts only adds one 
more evil to a type of trust which, in the 
opinion of many, is already amply pro- 
ductive of others. One Texas case indi- 
cates that the courts may be altering 
their position in this matter, but addi- 
tional steps need be taken if the situation 
is to become completely desirable. 

What may be another deviation be- 
tween Texas law and the Restatement 
concerns charitable trusts. Normally, if 
the settlor of such a trust desires to re- 
voke or to modify the trust or to control 
the actions of the trustee, he must speci- 
fically reserve the power to do so. How- 
ever, one Texas case indicates that even 
without such a reservation, the settlor 
retains full control over the trust through 
his possession of a so-called “visitorial 
power.” Such powers are nothing but 
accidental historical hang-overs; their 
recognition and their utility today seem 
well open to question. 


Liberalizing Investment Powers 


MIGHT venture the opinion that in 
defining permissible investments for 
trust companies, the legislature has more 
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often had in mind the promotion of the 
sale of state and federal bond issues than 
it has the promotion of the best inter- 
ests of the parties to the trust. Perfectly 
safe investments bearing a higher rate 
of return than do those investments now 
permitted are available and are widely 
utilized by trust companies in other 
states. There is need for a comprehen- 
sive listing of permissible investments 
designed not to provide a market for 
state bonds, but rather to effect the best 
possible reconciliation of safety and yield. 
Moreover, it has always seemed odd to 
me that the investments of corporate 
trustees are so strictly regulated while 
those of a private trustee are governed 
only by the vague requirement that his 
investments “be those which he normally 
would make in the conduct of his own 
affairs.” My preference is for a flexible 
investment schedule applicable both to 
private and to corporate trustees. If such 
a solution is not feasible, certainly more 
planning, more uniformity, and more 
latitude are needed with respect to the 
provisions governing trust companies. 


You are alert to the problems and de- 
ficiencies of our present trust law, and 
certainly it indicates that your interest 
and your continued cooperation with our 
courts and legislature will be productive 
of better trust law in the future. 
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NOTES ON TRUST AND PROBATE LITERATURE 


IRREVOCABLE TRUSTS FROM A GIFT 
TAX POINT OF VIEW 


M. N. FRIEDLAND. 
zine 651, Nov. 1942. 


20 Taxes—The Tax Maga- 


This article endeavors to clarify some of 
the thinking on the Hallock and Sanford 
cases. The former involved the estate tax- 
ability of a trust in which the grantor re- 
tained a possibility of reverter; the latter 
concerned the gift taxability of a trust in 
which the grantor reserved a power to 
change the beneficiaries. The important 
questions of valuation and correlation of 
the estate and gift taxes are discussed. 
Copious citations from decisions following 
those two cases are commented upon in an 
effort to draw some consistent position 
from them. 


TAXES ON GIFTS SUBJECT TO CON- 
TINGENCIES 


WALTER L. NOSSAMAN. 
Magazine 650; Nov. 1942. 


20 Taxes—The Tax 


Prior to certain recent decisions, it seem- 
ed clear that a gift, incomplete because 
contingent, was not subject to gift tax. This 
discussion inquires into the rationale of 
those decisions. The author contends that 
the principle which governs the possibility 
of reverter cases should apply to the con- 
tingent gift situation, for until the desig- 
nated event occurs it cannot be determined 
whether the transfer is final and irrevoc- 
able. The decision in the Marshall case is 
contra, relying on the Hallock case. Mr. 
Nossaman points out, however, that the 
Marshall matter involved not the kind of 
remainder but whether the grantor parted 
with it. He also criticizes the court’s ap- 
proach to the subject of value, and con- 
cludes with the suggestion that a legislative 
or judicial solution is required. 


RIGHTS OF DONEES’ CREDITORS 
AGAINST PROPERTY SUBJECT TO 
EXERCISED GENERAL POWER 


41 Michigan Law Review 289, Oct. 1942. 


The majority of jurisdictions in the 
United States allow creditors of the donee 
of a general power of appointment to reach 
the appointive property when the power is 
exercised by will, if the donee’s estate is 
insolvent and the appointee is a volunteer. 
This comment is an excellent analysis of 
the decisions, classified according to three 


groups: 1. States in which the cases are 
most liberal in allowing creditors’ claims; 
2. those in which there are only indications 
of attitude by virtue of dicta; and 3. those 
jurisdictions which have been most strict 
in their recognition of claims. 
Immediately following the above com- 
ment is another dealing with the question 
whether or not the donor of a power of ap- 
pointment may exclude creditors of the 
donee by express provision. There is very 
little authority on the subject. The Re- 
statement of Property takes the position 
that such a restriction would be ineffective. 
The comment then presents and discusses 
the type of provisions which might be per- 
mitted to accomplish such an objective. 


RIGHT OF LEGATEES TO RECEIVE 
PRINCIPAL IN LIEU OF ANNUITY 


41 Michigan Law Review 276, Oct. 1942. 


This comment discusses the rationale of 
the rule, originating in England, that where 
a testator bequeathes a life annuity to a 
beneficiary and directs his executor or trus- 
tee to purchase it with estate assets, the 
annuitant has an option to demand the pur- 
chase money in lieu of the annuity. The 
author suggests that this rule has been too 
liberally applied and that the usefulness 
of the annuity device as a substitute for a 
trust should not be impaired without sub- 
stantial reason. New York has solved the 
problem legislatively by prohibiting the 
election in the absence of testamentary au- 
thority, except where purchase of an as- 
signable annuity is permitted in the will. 


Other Articles 


Estate Planning Receives Another Set- 
Back (effect of decision in Aldrich case 
which reopens door to multiple death taxa- 
tion), by Samuel J. Foosaner: Taxes—The 
Tax Magazine, Dec. 1942. 

Employee Trusts under the Revenue Act 
of 1942, by Leon L. Rice, Jr.: Taxes—The 
Tax Magazine, Dec. 1942. 

Major Changes in Federal Taxation Ef- 
fected by Revenue Act of 1942, by J. A. 
Phillips: Journal of Accountancy, Dec. 
1942. 

The Execution of Wills (in Pennsyl- 
vania), by A. J. White Hutton: Dickinson 
Law Review, Oct. 1942. 

Insurance Settlement Agreements (Part 
I), by Orville F. Grahame: Iowa Law Re- 
view, Nov. 1942. 
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Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


COLORADO: Hubert D. Henry—Collier, Collier & Henry, Denver 
ILLINOIS: R. J. Frankenstein, Jr—McDermott, Will & Emery, Chicago 
MINNESOTA: James E. Dorsey—Fletcher, Dorsey, Barker, Colman & Barber, Minne- 


apolis 


The complete roster of editors appears in July and January. 


Assets — Administration — Law Gov- 
erning Disposition of Property and 
Claims 

Minnesota—Supreme Court 
In re Hencke’s Estate, 4 N. W. (2d) 353. 


A California decedent died possessed of 
certain interests in Minnesota real estate. 
The will was admitted to probate in Los 
Angeles. Subsequently, proceedings were 
had in the Minnesota courts, and the will 
was admitted to probate as a foreign will. 
The California estate was insufficient to 
pay the costs of administration and claims. 
No claims, however, were filed in the Min- 
nesota proceedings. Five years and eleven 
months after the period for filing claims 
had expired in Minnesota, certain California 
judgment creditors, who had filed claims in 
the California proceedings, petitioned the 
Minnesota court for an extension of time 
within which to file their claims in Minne- 
sota. These petitions were denied. The 
claimants then petitioned the court for an 
order directing the Minnesota representa- 
tive to transmit to the California represen- 
tative sufficient funds to pay their claims. 
Among the assets of the Minnesota estate 
were rents from the real property. The 
Probate Court order denied the second peti- 
tions. The District Court affirmed. 


HELD: Affirmed. Under the Minneso- 
ta Statutes the administration of a foreign 
will proceeds the same as if the original 
probate proceedings had been instituted in 
Minnesota. The statutes relating to the 
filing of claims apply to resident and non- 
resident creditors alike, and claims may be 
filed against a nonresident’s estate the same 
as against the estate of a resident decedent. 
Minnesota has no statute which authorizes 
an ancillary representative to sell Minne- 


sota real estate and to transmit the pro- 
ceeds of the sale to the domiciliary repre- 
sentative. 


A State has the power to regulate the 
transmission and distribution of property, 
real and personal, having a situs within its 
borders, regardless of the domicile of its 
owner. The Minnesota statutes direct the 
disposition of real estate of nonresidents 
without providing for its sale and the trans- 
mission of the proceeds to the domiciliary 
representative; in such case, such a sale 
and transmission of assets is unauthorized, 
and the disposition under the Minnesota ad- 
ministration must be made according to the 
direction of the statute. Rents derived 
from real estate are subject to the same 
disposition as the land itself. Where, as 
here, a will appoints an executor and trus- 
tee and defines the powers and duties of 
each, the executor has no right to exercise 
a power of sale devised exclusively to the 
trustee. Under the Minnesota statutes a 
claim against an estate is barred absolutely 
unless filed within five years after the de- 
cedent’s death, and after the five years the 
Probate Court has no jurisdiction to re- 
ceive or allow a claim. 


Distribution — Rule in Shelley's Case 
Applied Where Remainder is to 
Heirs Living at Death of Devisee 


Illinois—Supreme Court 
Porter v. Cutter, 380 Ill. 215. 


Testator in his will devised a certain tract 
of real estate to his daughter “to have and 
to hold *** for the heirs of the said 
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(daughter) living at the death of the said 
(daughter).” Testator died in 1918. 
Daughter died in 1936 leaving no children 
or issue of any children; only her husband 
and several nephews and nieces survive. 
The question was whether testator’s devise 
to his daughter gave her fee simple title 
to it or merely a life estate. 


HELD: The devise falls within the rule 
in Shelley’s case because it includes all 
those persons upon whom the law would 
in the first instance cast inheritance upon 
the death of the devisee. The words “liv- 
ing at the death of the said (daughter)” 
would not take the devise out of the oper- 
ation of the rule, because the devisee could 
have no heirs other than those in being at 
the time of her decease. While the intent 
of the testator, as evidenced by his lan- 
guage, was to create a class of purchasers, 
the rule in Shelley’s case is a rule of law 
whose operation is independent of intent 
when the requisites of the rule exist and 
cannot be evaded however distinctly the 
intention to evade it appears. 


— (9) 


Drafting — Wills and Trusts — “In- 
come’ Used in Testamentary Trust 


Construed To Have Usual and Gen- 
eral Meaning 


Illinois—Appellate Court 
Hart v. Hart, 316 Ill. App. 89. 


Testator devised his property in trust 
and provided that his wife should have the 
entire net income and if she lived until his 
daughter was no longer teaching school, or 
was unable to do so, then his daughter was 
to receive one-half of the net income, less 
whatever income the daughter should re- 
ceive from other sources. The daughter 
became physically unable to teach and a 
dispute arose between the beneficiaries as 
to the division of the net income, the daugh- 
ter contending deduction of her income from 
other sources should be made prior to ap- 
apportioning the trust income. There was 
also a dispute over what constituted “net 
income” from other sources. 

HELD: The net income of the trust was 
to be divided into half and the daughter’s 
income from other sources subtracted from 
her half, widow to receive one-half the net 
income from the trust, plus the balance of 
daughter’s half. It was error to include 
in daughter’s income the fair rental value 
of an apartment owned and occupied by 
her, as that is not “income” in the usual 
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and general sense; she was not en- 
titled to a credit for its maintenance cost, 
but she was entitled to a credit for the pro 
rata maintenance cost for that part occu- 
pied by a rent paying tenant. It was cor- 
rect to deduct as income, the full amount 
of payments received from the teacher’s 
pension fund, allowing no deductions for 
assessments theretofore paid by daughter. 


a 


Powers — Limitations — Failure of 
Trustee to Perform Specified Duty 
Does Not Terminate Trust 


Illinois—Supreme Court 
Altschuler v. Chicago City Bank & Trust Co., 380 Ill. 
137. 


Trustee held title to certain premises 
under trust instruments, which provided 
that if trustee was unable to sell property 
at a certain price within five years from 
October 15, 1934, he should advertise at . 
public sale, unless such sale be postponed 
for one year by 51% of the beneficiaries, 
but that the property must be disposed of 
not later than October 15, 1944. Article 8 
provided for removal of trustee and ap- 
pointment of successor upon resignation, 
inability, or refusal to act of the trustee. 
Trust was to terminate “by the disposal and 
distribution of the assets.” 

One of the beneficiaries filed suit in 
August, 1941, for partition of trust prop- 
erty, alleging trust had terminated through 
trustee’s failure to advertise property for 
sale at end of five-year period. Trustee 
answered alleging action postponing sale to 
October 15, 1944, properly taken by 51% 
of the beneficiaries. The lower court 
struck answer, holding beneficiaries had no 
right to postpone sale upon failure of 
trustee to advertise. 


HELD: Trust was active trust and 
there was no provision for its termination 
upon breach of duty by trustee. Benefi- 
ciaries’ remedy under Article 8 was to 
bring suit asking for appointment of suc- 
cessor trustee, if there was any breach of 
duty upon the part of trustee in failing to 
advertise, but under the terms of the trust, 
postponement of sale by 51% of the bene- 
ficiaries was proper, and court had no right 
to interfere therewith. 


a 


Hubert D. Henry, our Colorado legal 
editor, has been elected to the State Legis- 
lature. 
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Real Property — Does Resulting Trust 
Arise On Gratuitous Transfer? 


Colorado—Supreme Court 


Robert Champion v. Lemuel L. Champion, et al., 
No. 15174, decided Nov. 9, 1942. 


Plaintiff conveyed certain real property to 
defendant, his daughter, by warranty deed, 
and recorded the deed, all without the 
knowledge of the defendant. The warranty 
deed was absolute in form and contained no 
exceptions. A few days later the plaintiff 
told the defendant what he had done and 
told her the property would remain his and 
she would have no control over it, except 
that if anything happened to him she would 
inherit it. He said he was making the con- 
veyance because he was having trouble with 
his wife. 


This is a suit against the daughter to have 
the property reconveyed to plaintiff. Judg- 
ment for defendant and plaintiff appealed. 
Affirmed. 


HELD: There was no evidence that the 
daughter had made any agreement to hold 
the property for the plaintiff, or that she 
had induced him to make the conveyance to 
her. There are many cases where the 
grantor is allowed to show by parol his in- 
tention to reserve a resulting trust to him- 
self, but only where he can show non-de- 
livery of the deed or an intention to retain 
possession of it. There is no case which 
allows a grantor to assert by parol an in- 
tention which he had prior to the convey- 
ance to contradict his intentions as ex- 
pressed in the deed. There are some cases 
holding that where a father purchased land 
and took the deed in the name of the child 
a resulting trust would arise, but none 
where there is a direct conveyance from 
father to child. Where the owner of prop- 
erty transfers it without declaring a trust, 
the transferee does not hold property on a 
resulting trust although the transfer is 
gratuitous. 


ee 


Tax on Services for Estate 


Where a member of the family of a de- 
ceased person continues to perform services 
for the estate, the latter becomes a new em- 
ploying unit and Federal unemployment tax- 
es must be paid by the estate. The family 
relationship which exempted the employ- 
ment from insurance coverage ceases upon 
the death of employer. This is the gist of a 
recent Treasury ruling—Em. T. 436. 
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Taxation — Estate and Inheritance — 
Tax Assessed Against Each Gift and 
Deductible Therefrom 


Illinois—Appellate Court 
First National Bank of Chicago v. Hart, 315 Ill. App. 
541. 

Donor, by section 4 of his will, provided 
that bequests and legacies “in the preced- 
ing sections of this my will given” should 
be received free of inheritance taxes, taxes 
to be paid out of the residue as expenses of 
administration. Section 5 established a 
residuary trust, the entire net income of 
which was to go to his wife for life, she 
to have power to appoint one or more 
lineal descendants as beneficiaries by deed 
or by will. Donee died five years later and 
exercised power by will as follows: Trust 
to be dided into three equal shares. One 
share to go to each of two living children, 
and one share to be held in “grandchil- 
dren’s trust” for descendants of a deceased 
child. Entire net inheritance taxes on 
donor’s estate were paid out of corpus be- 
fore distribution. In effect, $96,003.48 was 
deducted from each share of residuary trust. 
The tax on “grandchildren’s trust” was 
$72,696.82, while tax on each of the other 
shares was $107,656.81. 

Trustees now sue to recover from other 
fieneficiaries the difference between tax 
actually assessed against “grandchildren’s 
trust” and tax deducted by executors on 
their legacies. Defendants contend interest 
of residutory beneficiaries could not be de- 
termined until donee exercised her power 
by will; that it was clear from her will 
that distribution was to be among her 
issue, per stirpes. 

HELD: Court affirmed decree for plain- 
tiff on ground defendants unjustly enriched 
by erroneous allocation of burden of in- 
heritance taxes. Statute and cases hold 
that (in absence of contrary provision in 
the will) inheritance taxes assessed against 
each gift must be deducted therefrom by 
personal representative before distribution 
and tax on one gift can not be deducted 
from another gift to another beneficiary. 
Section 4 of donor’s will ( and similar sec- 
tion of donee’s will) limits payment of 
taxes from corpus of estate to those on 
gifts made in “preceding sections” and ob- 
vious intent therefrom was that each resi- 
duary gift should bear its proportionate 
share, especially as they were subject to 
different rates and as residue was appoint- 
ed to same persons and in the same propor- 
tions as contemplated by tax assessment. 





New Books 


A Budget for Our Needs and Resources 


STUART CHASE. Twentieth Century Fund. 134 
pp. $1.00. 


“We have the plant, but it needs retool- 
ing,” says Stuart Chase. And because in- 
stitutional investors and capital managers 
must finance, and in many cases direct that 
retooling, this book makes worthwhile read- 
ing. The volume is the second in the series 
of six to be prepared by Mr. Chase for The 
Twentieth Century Fund. 

Citing shipbuilder Henry J. Kaiser as “a 
private business man who has won his repu- 
tation, his fortune ... almost solely in the 
field of public works ... who has shown us 
how businessmen can cooperate with the 
public interest to the greater glory of both,” 
the author poses some basic post-war ques- 
tions that must be answered today. 

Mr. Chase believes that the fundamental 
post-war problem will be the “shift from 
production to consumption as the goal of 
high energy societies.” He also believes we 
will need to provide between one and two 
million dwelling units per year for at least 
ten years after the war ends. To achieve 
this and other laudable goals calls for full 
employment and all-out production. 

Private enterprise must assume more re- 
sponsibility than it ever has before, Mr. 
Chase writes. For, he says, the war has 
shown us what private enterprise: can pro- 
duce. And after the war business must pro- 
duce consumer goods in the volume and 
quantity it has produced war goods. 

It is encouraging to learn that Mr. Chase, 
who has never been labeled a “reactionary” 
even by the pinko press, acknowledges that 
postwar building of a better world is the 
job of—and the challenge to—private enter- 
prise. 


War Without Inflation 


GEORGE KATONA. Columbia University Press. 
213 pp. $2.50. 


Dependence upon legislative and adminis- 
trative actions alone will not suffice to pre- 
vent inflation according to Dr. Katona. A 
necessary adjunct is “a psychological cam- 
paign which gives clear orientation for un- 
derstanding the economic events and the 
governmental measures.” The importance 
of the psychological approach is indicated 
for price fixing, rationing, taxation, and sale 
of government securities. He views the bat- 
tl: against inflation “as yet neither won nor 
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lost” and warns that “a change for the 
worse in the way the public views the prob- 
lem of inflation is the gravest danger ahead 
of us since the frame of mind that has 
until now prevented inflation rests on un- 
stable foundations.” Recent governmental 
actions have indicated that the importance 
of psychological reactions is not always too 
well considered (e.g. giving people 5 weeks’ 


‘notice to hoard coffee) and hence this stim- 


ulating book serves a very useful function 
in emphasizing the significance of this fac- 
tor. 


a 


Corporate Directors and Trustees 


Amendments in the information which 
must be provided before the Stock Ex- 
change, London, will give permission to 
deal serve to draw attention to the growth 
of a very undesirable practice of relieving . 
directors, or trustees, or both, of what have 
in the past been conceived to be their duties. 
The attitude of the Committee is that they 
cannot refuse permission to deal on the 
ground of these reliefs, but they feel that 
they must insist on their being known to 
the share or debenture holders as the case 
may be. They will, therefore, in future 
require publication of the relevant particu- 
lars in respect of all new issues, including 
conversions of existing stock. There is some 
reason to suppose that the inclusion of these 
reliefs in Articles of Association and Trust 
Deeds is becoming general, and, in some 
cases, it has been carried to a point where 
no duty is left to the trustee except to re- 
frain from a fraudulent breach of trust. 
It is interesting to note that on this oc- 
casion the Stock Exchange Committee has 
refused to accept responsibility for pro- 
tecting the stockholder beyond the point of 
insisting that he shall be put in a position 
to protect himself. Certainly, no investor 
should look twice at a security if those re- 
sponsible for the conduct of the company, 
and those who are nominally supposed to 
oversee the execution of the terms of its 
loans, disclaim all liability. The question 
arises, however, whether such _ clauses 
should be permitted in Articles of Associa- 
tion and Trust Deeds. Are they not just 
another case of the ill effects of failure to 
amend the law so as to protect the small 
investor, commonly not in a position to se- 
cure the legal assistance at the disposal 
of most of those interested at the time 
when savings were in relatively few hands? 

The Economist of London, Sept. 9th. 
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FOR VICTORY TODAY 


Get This Flag Flying Now! Now! 


This War Savings Flag which 
flies today over companies, 
large and small, all across the 
land means business. It means, 
first, that 10% ofthe company’s 
gross pay roll is being invested 
in War Bonds by the workers 
voluntarily. 


It also means that the employ- 
ees of all these companies are 
making a definite contribution 
to Victory ...by helping to 
buy guns, tanks, and planes that 
America and her allies must 
have to win. And it means 
that billions of dollars will be 
held in readiness for post-war 
readjustment. 


SAVE WITH 


Think what 10% of the na- 
tional income, saved in War 
Bonds now, month after month 
can buy when the war ends! 


For Victory today...and pros- 
perity tomorrow, keep the War 
Bond Pay-Roll Savings Plan 
rolling in your firm. Get that 
flag flying now! For full de- 
tails, plus samples of result- 
getting literature and promo- 
tional helps, write or wire: 
War Savings Staff, Section F, 
Treasury Department, 709 
Twelfth Street NW., Washing- 
ton, D. C: 


new) War Savings Bonds 


This Space Is a Contribution to America’s All-Out War Program by 
Crusts and Estates 


Plan Bank Money Orders 


Plans whereby the banks of the nation 
may extend their service to the public by 
satisfying the growing demand for money 
order transfers have been submitted to 
members of the American Bankers Associa- 
tion by the Association’s Bank Management 
Commission in a new booklet devoted to that 
subject. The booklet outlines two plans of 
operation and contain specimen forms that 
it recommends. In each case, however, the 


money order form itself is the same. In an 
introductory statement the commission 
points out the mutual benefits to be obtained 
from the installation of this type of service. 
Under the commission’s plan, money orders 
issued by the banks would be for amounts 
not exceeding $100, would have no time 
limit, would be paid at par, and would en- 
tail a cost to purchasers of ten cents for 
each money order. 








OO eee —— . 








Men, Money, 
and Munitions 


These are the sinews of War 


As the American war effort expands from 
the production line to battle lines all over 
the World, it becomes increasingly appar- 
ent that many men, much money, and a 
staggering quantity of munitions will be 
needed to assure victory to the United 
Nations. 


The United States possesses all three 
essentials, and it is daily more evident 
that military, industrial and banking 
organization have made them available 
for immediate use. 


The Philadelphia National is proud to be 
numbered among the many great finan- 
cial institutions which have contributed 
to this accomplishment. 
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